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TO ALL P ARTIES  :

Enclosed please  find the  recommenda tion of Adminis tra tive  Law Judge  Sa rah Harpring.
The  recommendation has  been filed in the  font of an Opinion and Order on:

GRANITE MOUNTAIN WATER COMPANY, INC. AND
CHINO MEADOWS II WATER COMPANY, INC.

(RATES)

Pursuant to A.A.C. R14-3-I l0(B), you may file exceptions to the recommendation of the
Administrative Law Judge by filing an original and thirteen (13) copies of the exceptions with the
Commission's Docket Control at the address listed below by 4:00 p.m. on or before:

O C T O B E R  2 4 ,  2 0 1 6

The  e nclos e d is NO T a n orde r of the  Commis s ion, but a  re comme nda tion of the
Administra tive  Law Judge to the  Commissioners. Considera tion of this  matter has te nta tive lybeen
scheduled for the  Comlniss ion's  Open Meeting to be  he ld on:

OCTOBER 27, 2016 AND OCTOBER 28, 2016

For more information, you may contact Docket Control at (602) 542-3477 or the Hearing
Division at (602) 542-4250. For information about the Open Meeting, contact the Executive
Director's Office at (602) 542-3931 .
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This document is available in alternative formats by contacting Shaylin Bernal, ADA Coordinator, voice
phone number 602-542-3931, E-mail SABergaI@azcc.gov.
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DOCKET no. W-02467A-14-0230 ET AL.

On this 1 3 day of Octobe r, 2016, the  following document was  filed with Docke t Control a s  a
Regngnmended Opinion Orde r from the  He arin g  Divis ion, and copie s  of the  document we re
mailed on behalf of the  Hearing Division to the  following who have  not consented to email service .
On th is  da te  or a s  s oon a s  pos s ib le  the re a fte r, the  Commis s ion 's  e Docke t progra m will
a utoma tica lly e ma il a  link to the  file d docume nt to the  following who ha ve  conse nte d to e ma il
servlce .

Cra ig A. Ma rks
CRAIG A. MARKS , P LC
10645 n. Ta tum Blvd, Suite  200-676
Phoenix, AZ 85028
Attorney for Granite  Mounta in Wate r Company, Inc.

Tim Carte r
2701 Boone Court
P re scott, AZ 86305

Janice  Alward, Chie f Counse l
Bridge t Humphrey, S ta ff Attorney
Matthew Laudone , S ta ff Attorney
Le ga l Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
P hoe nix, AZ 85007

Tom Brode rick, Dire ctor
Utilitie s  Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
P hoe nix, AZ 85007

r

By:
Re be cca  Tillma n
Assis tant to Sarah Harpring
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IN THE MATTER OF THE APPLICATION OF
CHINO MEADOWS II WATER COMPANY, INC.
FOR APPROVAL OF A RATE INCREASE

BEFORE THE ARIZONA CORPORATION COMMISSION

DOUG LITTLE .- Chairman
BOB STUMP
BOB BURNS
TGM FORESE
ANDY TOBTN

IN THE MATTER OF THE APPLICATION OF
GRANITE MOUNTAIN WATER COMPANY, INC.
FOR APPROVAL OF A RATE INCREASE.

DOCKETNO. W-02467A-14-0230

DOCKET no. W-02370A-14-0231

DECISION no.

OPINION AND ORDER

In Docket No. W-024677-14-0230, October 2, 2014, and
December 17, 2015 (procedural conferences), May 5,
2015 (public comment), and September 24, 2015, and
February 11,  2016 (hearing);  and in Docket No. W-
02370A-l4-0231, October 2, 2014 (procedural
confer ence) ,  Ma y 4 ,  2015  (pub l ic  comment ) ,  a nd
September 23, 2015 (hearing).

P hoe nix, Arizona

Te e na  J ibilia n'

Craig A. Marks, CRAIG A. MARKS, PLC, on behalf of
Granite Mounta in Water  Company,  Inc.  and Chino
Meadows II Water Company, Inc., and
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Ms. Bridget Humphrey and Mr. Matthew Laudone, Staff
Attorneys,  Legal Division,  on behalf of the Utilit ies
Division of the Arizona Corporation Commission.

1 Assistant Chief Administrative Law Judge presided over all pre-hearing matters and the evidentiary hearings. The
Recommended Opinion and Order was prepared by Administrative Law Judge Sarah N. Harpring.
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DOCKET no. W-02467A-14-0230 ET AL.

1 BY THE COMMISSION'

2 DISCUSSION

3 1 . Proc e dura l His to rv

4

5

6

7

8

On June 30, 2014, Granite Mountain Water Company, Inc. ("Granite") filed with the Arizona

Corporation Commission ("Commission"), in Docket No. W-02467A-14-0230 ("Granite Docket"), an

application for a rate increase,2 and Granite's affiliate,3 Chino Meadows II Water Company, Inc.

("Chino"), filed an application for a rate increased in Docket No. W-02370A-14-0231 ("Chino

Docket"). Granite and Chino each used a calendar year 2013 test year ("TY"), and each requested that

9 their applications be processed and heard concurrently in order to ensure that cost allocations would be

I l . . h
10 consistent in the two cases. Granite and Chino expressly waived the time clock requirements set by

1 1

1 2

13

1 4

1 5

the Commission's rules (current and proposed), to the extent necessary to accommodate the joint

processing of the two applications.

On July 24, 2014, in the Granite and Chino Dockets, the Commission's Utilities Division

("StaflF') tiled Letters of Deficiency instructing Granite and Chino that their respective applications

had not met the sufficiency requirements outlined in A.A.C. R14-2-103, specifying the additional

1 6 inform a tion ne e de d, a nd providing Augus t 2014 de a dline s  to corre ct the  de fic ie ncie s  or m a ke  othe r
I

17 a rra nge me nts  with S ta ff to re me dy the  ra te  a pplica tions .

18 On J uly25, 2014, in the  Gra nite  Docke t, S ta ff file d a  Notice  of De ficie ncy, s ta ting tha t the  le ve l

19
2

20

2 1

22

23

24 At hearing, judicial notice was taken of Chino's application and all other docketed filings in the Chino Docket. (Chino

25

26

27

28

Official notice is taken of Granite's application, as amended, which was not offered as an exhibit in the Granite Docket
and which is referred to herein as GApp.
3 As used herein, "at"Iiliate" is understood to mean an entity that directly or indirectly owns or controls, is directly or
indirectly owned or controlled by, or is directly or indirectly under common ownership or control with, another entity,
where control includes the power to direct management policies and need not be absolute and ownership includes an equity
interest (or the equivalent thereof) of more than 10 percent. (See, e.g., Ex. CA-4,A.A.C. R14-2-2102(l).) The Commission
does not assert that either A.A.C. R14-2-801 (1), included in Exhibit CA-4, or A.A.C. R14-2-2102(1) applies to the water
utilities, but references them as illustrative sources for the Commission's understanding of the tern "affiliate" as used in
this matter.
4

i Docket Transcript ("CTr.") at 12.) Chino's application, as amended, is referred to herein as CApe. Although it was a Class
C utility on the date its application was filed, Chino filed a short font application rather than the longer application required
for a Class C utility under the Commission's mies at the time, due to a pending Rulemaking that would reclassify Chino as
a Class D utility. Chino requested a waiver of the then-current rule, if needed.
5 Pursuant to Commission Decision No. 74436 (April 18, 2014), a Notice of Proposed Rulemaking had been published
in the Arizona Administrative Register ("AAR") on May 9, 2014, in which the Commission proposed to amend Arizona
Administrative Code ("A.A.C.") R14-2-103 by establishing higher revenue thresholds for each utility classification. A
Notice of Final Rulemaking for the amendment was published in the AAR on December 12, 2014, and the amendments to
the rule became effective on January 16, 2015.

4 DECISION no.



DOCKET NO. W-02467A-14-0230 ET AL.

1 of de ficie ncy in Gra nite 's  a pplica tion (which le ft bla nks  unfille d for se ve ra l ite ms  a nd re fe rre d to a n

2 a tta chme nt tha t include d bla nk s che dule s ) wa s  s ufficie ntly s ignifica nt tha t Gra nite  s hould not be

3 considered in compliance  with the  filing deadline  prescribed by Decis ion No. 74384.

4 On August 8, 2014, in the  Granite  Docket, S ta ff tiled a  Notice  of Filing s ta ting tha t Granite  had

5 requested, and Staff had agreed, to extend to August 25, 2014, the  deadline  for correcting deficiencies

6 to the  ra te  a pplica tion.

7 Granite  and Chino each filed amendments  to the ir re spective  applica tions  on Augus t 25 and

8 September 8, 17, and 18, 2014.

9 On Septembe r 19, 2014, S ta ff filed Le tte rs  of Sufficiency in the  Granite  and Chino Docke ts

10 indica ting tha t Gra nite 's  a nd Chino's  re spe ctive  a pplica tions , a s  a me nde d, ha d me t the  sufficie ncy

11 requirements  outlined in A.A.C. Rl4-2-103. In the  Le tte rs , S ta ff cla ss ified Granite  a s  a  Class  D utility

12 and Chino as a  Class C utility.6

13 On Se pte mbe r 23, 2014, P roce dura l Orde rs  we re  is sue d in the  Gra nite  a nd Chino Docke ts

14 s che duling a n Octobe r 2, 2014, joint proce dura l -confe re nce  to dis cus s  the  pre pa ra tion for a nd

15 concurrent conduct of the  proceedings in the  Granite  and Chino Dockets . The  Procedura l Orders  a lso

16 suspended the  time clocks in the  Granite  and Chino Dockets as agreed to by Granite  and Chino.

17 On October 2, 2014, the  joint procedural conference was convened as scheduled, with Granite ,

18 Chino, and Staff appearing through counse l. Counse l for Granite  and Chino s ta ted tha t more  than the

19 usua l a mount of time  would be  ne e de d to re spond to dis cove ry re que s ts , tha t consolida tion of the

20 Granite  and Chino Dockets was not requested, that each docket should have a  hearing, that more issues

21 than typica lly found in Class  C and Class  D ra te  cases  were  anticipa ted, and tha t Granite  and Chino

22 e a ch de s ire d to re s pond to S ta ff's  re comme nda tions  once  S ta ff Re ports  we re  file d. S ta ff ha d no

23 objections  to Granite  and Chino's  proposa ls  and cla rified tha t S ta ff would be  filing te s timony ra the r

24 than S ta ff Reports . A tenta tive  schedule  was  e s tablished for the  filing of te s timony.

25 On October 7, 2014, Rate Case Procedural Orders were issued in the Granite and Chino Dockets

26 e s ta blishing proce dura l re quire me nts  a nd s che dule s  tha t a ccommoda te d the  pa rtie s ' re que s ts  for

27

2 8

6 As oflJanuary 16, 2015, Granite's current and proposed revenues result 'm classification as a Class E utility, and Chino's
current and proposed revenues result in classification as a Class D utility. (See A.A.C. Rl3-2-l()3(A)(3)(q), 20 AAR 3439,
3442 (December 12, 2014).)

5 DECISION no.
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DOCKET NO. W-02467A-14-0230 ET AL.

l extended discovery time-frames. Hearings were  scheduled to commence in the  Granite  Docket on May

2 5, 2015, and in the  Chino Docke t on May 4, 2015.

3 On December 10, 2014, Affidavits  of Publica tion were  filed in the  Granite  and Chino Docke ts ,

4 s howing tha t the ir re s pe ctive  re quire d public notice s  ha d be e n publis he d in The  Da ily Courie r

5 Nove mbe r 28, 2014.

6 On December 12, 2014, in the  Granite  and Chino Docke ts , P roofs  of Ma iling we re  filed tha t

7 included Affidavits  s ta ting tha t the  prescribed customer notices  had been mailed to Granite  and Chino's

8 1 respective  customers on November 24, 2014.

9 On Ja nua ry 14, 2015, in the  Gra nite  Docke t, Tim Ca rte r, a  home owne r in Gra nite  Mounta in

10 Home s ite s  a nd cus tome r of Gra nite , tile d a  Motion to Inte rve ne , which wa s  gra nte d by P roce dura l

l l Order on January 30, 2015.7

12 On Fe brua ry ll, 2015, in the  Gra nite  a nd Chino Docke ts , S tipula tions  to Exte ns ion for Time

13 'we re  filed, in which Granite , Chino, and S ta ff jointly reques ted tha t the  procedura l schedule s  for the

14 Granite  and Chino Dockets be  extended by two months to a llow time for plant projects to be completed,

15 so tha t S ta ff could address  those  plant prob ea ts  in its  te s timony. Granite , Chino, and Sta ff proposed

16 new hearing da tes  of July 7 and 8, 2015, and s tipula ted to extensions of the  time  clock if necessary.

17 On Fe brua ry 18, 2015, in the  Gra nite  a nd Chino Docke ts , P roce dura l Orde rs  we re  is sue d

18 're scheduling the  hearings  to commence , re spective ly, on July 14 and July 13, 2015; revis ing a ll othe r

19 proce dura l de a dline s  a ccordingly, a nd re quiring tha t the  origina l he a ring da te s  be  re ta ine d for the

20 purpose  of a cce pting public comme nt.

21 On May 4, 2015, in the  Chino Docke t, a  proceeding was  convened for the  purpose  of taking

22 public comme nt, with Chino a nd S ta ff a ppe a ring through couns e l a nd no me mbe rs  of the  public

23 a ttending to provide  comment.

24 On May 5, 2015, in the  Granite  Docke t, a  proceeding was convened for the  purpose  of taking

25 | public comment, with Granite  and Staff appearing through counse l and Mr. Carte r not appearing. One

26 me mbe r of the  public a ppe a re d a nd provide d public comme nt oppos ing Gra nite 's  re que s te d ra te

27

on

1 Mr. Carter stated that he and his wife would not be able to attend the May 5, 2015, bearing, but wished to provide a
28 written statement as direct testimony before the hearing.

6 DECIS ION NO.
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DOCKET NO. W-02467A-14-0230 ET AL.

1 in c re a s e .

2 On May 8, 2015, Second S tipula tions  to Extens ion of Time  ("Second S tipula tions") were  filed

3 in the  Granite  and Chino Dockets, s ta ting that the  anticipated plant construction schedule  had not been

4 met and that Staff thus needed additional time to complete  its  ra te  case  analyses and testimony. Granite ,

5 Chino, and Sta ff proposed tha t a ll procedura l deadlines  and da tes  be  extended by another s ix weeks

6 and tha t the  hearings commence  on August 18, 2015. Granite , Chino, and Staff further s tipula ted to an

7 extens ion of the  time  clock if nece ssa ry.

8 On Ma y ll, 2015, in the  Gra nite  Docke t, Mr. Ca rte r file d a  le tte r s ta ting tha t he  would be

9 a ttending the  hea ring on July 14, 2015, and se tting forth the  "major points" of his  te s timony.8

10 On May 15, 2015, Procedura l Orders  were  issued in the  Granite  and Chino Docke ts  granting

11 the  continuances  reques ted by the  Second S tipula tions  and e s tablishing procedura l schedules  tha t

12 included hearings to commence  on September 24 and 23, 2015, respective ly.

13 On July 15, 2015, in the  Granite  Docket, Staff tiled the  direct testimony of Teresa  B. Hunsaker,

14 P ublic Utilitie s  Ana lys t, a nd Dorothy Ha ins , Utilitie s  Engine e r .-- Wa te r/Wa s te wa te r. In the  Chino

15 Docke t, S ta ff tile d  the  d ire c t te s timony o f Ms . Huns a ke r a nd  J e a n  Liu , Utilitie s  Eng ine e r -

16 Wa te r/Wa s te wa te r. S ta ft"s  filing in e a ch Docke t include d notice  tha t S ta ff wa s  re comme nding the

18 intended to address  the  issue  a t hearing, a t which time Granite  and Chino would each be  provided an

19 opportunity to be  he a rd the re on. S ta ff s ta ted tha t the  factua l a llega tions  supporting the  imposition of

20 pena ltie s  we re  se t forth in Ms . Hunsake r's  direct te s timony.

21 On July 16, 2015, in the  Chino Docke t, S ta ff filed a  Notice  of Erra ta  s ta ting tha t the  language

22 rega rding S ta ffs  intent to seek pena ltie s  had been included e rroneous ly in the  Chino Docke t filing, a s

23 Sta ff was  not recommending the  imposition of civil pena ltie s  for Chino.

24 On August l 1, 20 l5, Granite  and Chino each filed in its  respective  Docke t a  Motion to Extend

25 Filing Deadline , requesting permiss ion to File  rebutta l te s timony on August 17 ra ther than August 12,

26 2015, and agree ing to a  s imila r extension for S ta ff's  filing of surrebutta l te s timony.

27

28
s Because Mr. Carter never made an appearance and was not subjected to cross-examination regarding this document,
the document is considered to be public comment rather than testimony.

7 DECIS ION NO.
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DOCKET no. W-02467A-14-0230 ET AL.

1 On Augus t 17, 2015, Gra nite  a nd Chino e a ch file d in its  re s pe ctive  Docke t the  re butta l

2 te s timony of Ra y L. Jone s , owne r a nd principa l of ARICOR Wa te r S olutions  LC, who se rve d a s  the

3 | ra te  case  consultant for each.

4 On Se pte mbe r 10, 2015, in the  Gra nite  Docke t, S ta ff file d the  s urre butta l te s timony of Ms .

5 Htms a ke r a nd Ms . Ha ins , a nd in  the  Chino Docke t, S ta ff file d the  s urre butta l te s timony of Ms .

6  Huns a ke r.

7 On S e pte mbe r 16, 2015, in the  Gra nite  Docke t, S ta ff file d the  s upple me nta l s urre butta l

8 te s timony of Ms . Huns a ke r.

9 On September 18, 2015, Granite  and Chino each filed the  re joinder te s timony of Mr. Jones  in

10 its  re s pe ctive  Docke t.

l l On September 22, 2015, in the  Granite  Docke t, S ta ff file d a  Notice  of Erra ta  s ta ting tha t the

12 supplementa l surrebutta l te s timony of Ms. Hunsaker had been filed in e rror and should be  ignored.

13 On September 23, 2015, in the  Chino Docket, the  hearing on Chino's  amended application was

14 he ld be fore  a  duly a uthorize d Adminis tra tive  La w J udge  of the  Commis s ion, with Chino a nd S ta ff

15 a ppe a ring through counse l a nd no me mbe rs  of the  public a ppe a ring to provide  comme nt. Chino

16 presented documenta ry evidence  and the  te s timony of Mr. Jones  and Dewey Joseph Levin, and S ta ff

17 presented documenta ry evidence  and the  te s timony of Mr. Liu and Ms. Hunsaker. During the  hea ring,

18 judicia l notice  wa s  ta ke n of De cis ion No. 71869 (S e pte mbe r l, 2010), De cis ion No. 72377 (Ma y 27,

19 1 2011), Decis ion No. 74384 (March 19, 2014), Decis ion No. 75031 (April 23, 2015), and Decis ion No..

20 72896 (Fe brua ry 21, 2012) a nd of a ll docke te d filings  in the  Chino Docke t a nd the  full e vide ntia ry

21 record in the  Granite  Docke t.

22  I On September 24, 2015, in the  Granllte  Docket, the  hearing on Granite 's  amended applica tion

23 was  he ld as  scheduled, with Granite  and S ta ff appearing through counse l, Mr. Carte r not appearing,

24 and no members of the  public appearing to provide  comment. Granite  presented documentary evidence

25 and the  te s timony of Mr. Jones , and S ta ff pre sented documenta ry evidence  and the  te s timony of Ms.

26 Hains  and Ms. Hunsaker. At the  hearing, Granite  and S ta ff agreed to a  continuance  of the  hearing in

27 the  Gra nite  Docke t in orde r to a llow time  for Gra nite  to comple te  cons truction of a nd obta in Arizona

28 De pa rtme nt of Environme nta l Qua lity ("ADEQ") a pprova l for S tora ge  Ta nk No. 3 a nd for S ta ff to

8 DECIS ION NO.



DOCKET no. W-02467A-14-0230 ET AL.

1 make a site visit and determination regarding used and usefulness. Granite and Staff also agreed to

2 extend the timeline in the Chino Docket accordingly.

3 On November 30, 2015, in the Granite Docket, Granite filed a Tank Construction Report as

4 well as Post-Hearing Exhibits A-3 and A-4.

5 On December 8, 2015, in the Granite Docket, Granite filed its Second Tank Construction Report

6 a nd a  Re que s t for P roce dura l Confe re nce  to  d is cus s  s e tting  a  he a ring  da te  conce rn ing  S tora ge  Ta nk

7 No . 3 .

8 O n  De c e m b e r  9 ,  2 0 1 5 ,  a  P ro c e d u ra l O rd e r  wa s  is s u e d  in  th e  G ra n ite  Do c ke t,  s e ttin g  a

9 proce dura l confe re nce  to  conve ne  on De ce m be r 17, 2015.

10

11 with Granite and Staff appearing through counsel and Mr. Carter not appearing. It was determined that

12 Granite would file testimony regarding its post-test year plant within 30 days, that Staff would file

13 responsive testimony within 14 days thereafter, and that another hearing date would be scheduled

On De ce mbe r 17, 2015, a  proce dura l confe re nce  wa s  he ld a s  sche dule d in the  Gra nite  Docke t,

14 within a pproxima te ly the  following we e k.

On December 18, 2015, a  Procedura l Order was issued in the  Granite  Docket, scheduling the

16 hea ring to recommence  on Februa ry ll, 2016, and es tablishing associa ted te s timony filing deadlines .

On January 22, 2016, Granite  filed the supplemental direct testimony of Mr. Jones in the Granite

15

17

18 I Docket.

19

20 the Granite Docket.

21 On February 11, 2016, the hearing in the Granite Docket reconvened as scheduled, with Granite

22 and Staff appearing through counsel, Mr. Carter not appearing, and no members of the public

23 appearing. Granite and Staff each presented documentary evidence and testimony.

24 On April 22, 2016, in the Granite and Chino Dockets, Granite and Chino filed an Initial Joint

25 Brief of Granite and Chino 11,9 and Staff filed Staff's Opening Briefs.10

26 On May 5, 2016, in the Granite and Chino Dockets, Granite and Chino filed a Joint Reply Brief

On Februa ry 4, 2016, S ta ff filed the  re spons ive  te s timony of Ms . Hunsake r and Ms. Ha irs  in

27 9 The initial joint brief is referenced herein as CoJtBr.
no Staffs opening brief in the Granite Docket is referenced herein as SGBr., and its opening brief in the Chino Docket is

28 referenced herein as SCBr.
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1 of Gra nite  a nd Chino II, a nd S ta ff file d S ta ffs  Joint Re ply Brie fly

2 On September 15, 2016, a Procedural Order was issued consolidating the Granite Docket and

3 Chino Docket for ad purposes going forward.

4 I During the pendency of these matters, the Commission received five written consumer

5 comments opposing Granite's application," two of which were the same petition signed by 72

individua1s,13 and two written consumer comments opposing Chino's application.6

7 11. Background

8 A. Granite and Chino Generallv

9

10

1 1

12

1 3

1 4

Granite is a for-profit Arizona "S" corporation and Class E water utility providing service to

approximately 120 customers in a 0.75-square-mile service area located several miles northeast of

Prescott, in Yavapai County. (Ex. GS~lI4 at ex. DMH-1 at 1, GS-3 at 2, A.A.C. R14-2-103(A)(q).)

Granite provides utility service pursuant to a Certificate of Convenience and Necessity ("CC&N")

granted by the Commission in Decisions No. 54902 (February 20, 1986) and 55395 (January 28, 1987)

and since extended.

Chino is  a  for-profit Arizona  "C" corpora tion a nd Cla s s  D wa te r utility providing s e rvice  to

16 approxima te ly 900 cus tomers  in a  se rvice  a rea  loca ted north of P rescott and eas t of U.S . Route  89 in

17 Ya va pa i County. (Ex. CS -3 a t 1, 8, CAmp. a t 7, A.A.C. R14-2-l03(A)(q).) Chino provide s  utility

1 5

18 service pursuant to a CC&N originally held by Verde Utilities Corporation ("Verde") and transferred
I

19 to Chino pursuant to Commission Decisions No. 51291 (August 21, 1980) and 53420 (January 20,

20 1983), with die  transfer made as the  result of a  court proceeding in which the  Arizona Attorney General

21 sought dissolution of Verde  and dis tribution of its  asse ts .'5

22 Paul D. Levin and Rae  Levie , husband and wife , wholly own Granite , own 50 pe rcent of the

23 1 sha res  of Chino, wholly own Ante lope  Lakes  Wate r Company ("Ante lope"), anothe r regula ted wa te r

24

25

26

27

28

11 The companies' joint reply brief is referenced herein as CoJtRBr., and StafFs joint reply brief is referenced herein as
S]tRBr.
12 This includes Mr. Carter's letter.
13 This represents approximately 60 percent of Granite's customers.
14 Exhibits admitted 'm the Granite Docket are referenced herein as Ex. Gs-l and Ex. GA-1, etc., and Exhibits admitted
in die Chino Docket are referenced herein as Ex. CA-l and Ex, Cs-l, etc.
is Official notice is taken of these decisions. Decision No. 51291 granted Chino an Order Preliminary to a transfer of the
CC&N and approved the conveyance of the Chino Meadows Unit II water system Horn Verde Lakes Water Corporation
(the court-approved purchaser from Verde) to Chino. Decision No. 53420 approved Chino's CC&N.
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1

2

3

4

5

6

7

8

9

10

utility; a nd ha ve  owne rship inte re s ts  in a  numbe r of unre gula te d a ffilia te d compa nie s . (CApp. a t 7;

GAps . a t 7, Ex. GS -3 a t 3, 32.) The  othe r 50 pe rce nt of Chino's  sha re s  a re  owne d by othe r Le vie

family memlbers .16 (Ex. CA-1 a t 18.) Mr. Levin is  an active ly licensed Arizona  a ttorney, is  employed

ha lf-time  as  the  Chie f Executive  Office r ("CEO") for Granite  and Chino, and is  involved in the  Levies '

other active  business  opera tions . (See  CTr.17 a t 46-48, 52~55.) Mr. Levie  is  approximate ly 90 years

old and was  experiencing hea lth problems tha t had made  him unable  to work during the  hea rings  in

this  matte r. (CTI. a t 49, 59.) During periods tha t Mr. Levin is  unable  to work, his  youngest son, Dewey

J. Levie  ("Dewey"), is  authorized to make  decis ions  regarding the  wate r utilitie s , a lthough the re  is  no

forma l succe ss ion pla n in pla ce . (CTr. a t 59-61, 85-86.) De we y re porte d tha t Mrs . Le vie  would like

for Mr. Le ve e  to re tire  from de cis ion ma king. (CTr. a t 87.) De we y is  a lso a  lice nse d a ttorne y. (CTr.

12

14

15

16

11 at 87-88.)

The Commission's  Compliance Section database  shows no delinquencies for Granite  or Chino.

13 (Ex. GS-1 a t ex. DMH-1 a t 6, Ex. CS-1 a t ex, JWL a t 2.)

The  Commiss ion's  records  show tha t for the  pe riod from 2012 through 2015, no compla ints

were  filed regarding Granite , and from 2012 through 2014, one  compla int was  filed regarding Chino.

(Ex. GS-3 a t 5, Ex. CS-1 a t 4.)

Granite  and Chino a re  current on the ir prope rty and sa le s  tax payments . (Ex. GS-3 a t 5, Ex.17

18 cs-1 at 5.)

19 B. Pertinent Prior Com_q1i§sion l)ecisions'8

20

21

22

23

In Decision No. 71869 (September l, 2010), the  Commission considered Granite 's  applica tions

for a  permanent ra te  increase  and for re troactive  approval of a  $125,000 line  of credit obta ined in 2009

and three  loans, tota ling $132,793.65, obta ined in January 2004, March 2006, and April 2007 from the

Paul D. & Rae  Levee  Trus t ("Levie  TrL1st").'9 The  Commiss ion found dirt it had previously express ly

24

25

26

Le These family members are Dewey and Maribel Levie, Shauna and Jonathan Duke, Michelle and James Morris, and
Tanya Boone. (CAmp. at 7.)
iv The transcript in the Chino Docket is referenced herein as CTr., and the transcript in the Granite Docket is referenced
as GTr.
Is Official notice of Decision No. 71869, Decision No. 72377 (May 27, 2011), Decision No. 74384 (March 19, 2014),
Decision No. 75031 (April 23, 2015), and Decision No. 72896 (February 2 l, 2012) was taken at the hearing in Docket No.
14-023] .

28 19 Granite asserted that the loans had been repaid in full from operations and were no longer outstanding obligations.

27
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1 1 ordered Granite to apply to the Commission for approval prior to securing any loans or entering into

2 1 any other financial arrangements, in both Decision No. 54902 (February 20, 1986) and Decision No.

3 155921 (March 25, 1988); that the Commission had expressly ordered Granite to comply with all

4 1 Commission water utility rules and to convert $210,000 being carried as loans to paid-in-capital in

5 I Decision No. 58869 (November 30, 1994), and that the Commission had expressly ordered Granite not

6 l to issue any long-term debt or other evidence of indebtedness without prior Commission approval (after

7 1 determining that Granite had obtained unauthorized long-tenn debt between July 1985 and June 1996

8 lim the form of nine separate loans totaling $213,300) in Decision No. 61731 (June 4, 1999). The

9 1 Commission further found that Granite had not obtained an ADEQ Approval to Construct ("ATC") for

10 1 its 50,000-gallon storage tank before commencing its construction, that its system had water loss of

ll 120.50 percent during the test year, mostly because of non-billed and unread meters, that free and

12 I discounted water use was being provided to Daniel at his home property and stables property pursuant

13 1 to a December 2001 Easement Agreement between Granite and Daniel, through which Daniel granted

14 1 and conveyed two permanent well sites and accompanying easements and facilities to Granite; that

15 1 Danie1's home property and stables property had been transferred to him by Mr. Levin, as Trustee of

16 1 the Levee Trust, contemporaneously with the execution of the Easement Agreement, that Granite had

17 1 inadequate storage capacity and needed to address it either through construction and installation of a

18 1110,000-gallon storage tank or drilling a replacement well; and that $10,627.69 in test year revenues

19 1 should be imputed to Granite because of Granite's failure to monitor some meters and failure to charge

20 1 Daniel tariffed rates for the water usage on his home property and stables property." The Commission

21 1 stated the following regarding Granite's compliance with Commission statutes, rules, and direct orders:

22

23

24

25

GMWC has established a pattern of behavior (repeatedly obtaining
financings without prior Commission approval) that suggests either a severe
"memory problem" on the part of GMWC's owners and operators or that
GMWC's owners and operators believe that it is acceptable to disregard
Commission statutes, rules, and direct orders. After giving serious
consideration to ordering Staff immediately to commence an order to show

2D Inter alia, the Commission found that Granite anticipated customer growth, caused by the failure of private wells in its
service area, and planned to address the increases by adding a 50,000-gallon storage tank and drilling a new well to replace
its inactive Well No. 5 (a "grandfathered well"). The Commission also found that Granite's active wells (Well No. 3 and
Well No. 4) and the intended site for the new well were all located on property owned by the Levies' son, Daniel Paul Levee
("Daniel"), rather than by Granite, although the ownership of the wells themselves and of the well sites was unclear.
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1

2

3

4

5

6

7

8

9

cause  proceeding to address  GMWC's  viola tions  of Commiss ion s ta tute s
a nd orde rs , we  ha ve  de cide d ins te a d to give  GMWC a n opportunity to
de mons tra te  its  in te nt to  comply with  the  la w by complying with  th is
Commiss ion de cis ion. We  ma de  this  de cis ion in pa rt be ca use  GMWC is
providing its  customers with safe  drinldng water and does not have a  history
of cus tomer compla ints , both of which sugges t tha t GMWC's  owners  and
ope ra tors  have  the  skills  nece ssa ry to comply with Commiss ion s ta tute s ,
rule s , a nd dire ct orde rs . Be ca use  GMWC's  pa tte rn of be ha vior could be
a ttributable  to a  lack of knowledge  and unders tanding of the  s ta tute s  tha t
gove rn wa te r utilitie s ' fina ncia l tra ns a ctions , we  will a ls o re quire  e a ch
individual involved in the  management and opera tions of GMWC, both now
a nd in  the  Mme , to  comple te  a nd file  with  the  Commis s ion 's  Docke t
Control, a n a tte s ta tion a cknowle dging tha t the  individua l is  a wa re  tha t
GMWC is  prohibite d from is s uing s tocks  a nd s tock ce rtifica te s , bonds ,
no te s , o r o the r e vide nce s  of inde bte dne s s  without firs t ob ta in ing  a
Commission order approving such issuance .

10 In De cis ion No. 71869, the  Commis s ion:

11

12

•

•

13 •

14

15 •

16

17

18

19

20

Es ta blishe d Gra nite 's  curre nt ra te s  a nd cha rge s ,

De nie d a pprova l of the  four fina ncings  de s cribe d in Gra nite 's  fina ncing a pplica tion,

Re quire d Gra nite  to tre a t the  funds  obta ine d through the  $125,000 line  of cre dit a s  a n infus ion

of ca s h by booking it a s  pa id-in-ca pita l;

Re quire d  Gra nite  to  obta in  Com m is s ion a pprova l be fore  e nte ring  in to  a ny fu ture  fina nc ing

a rra nge me nt pa ya ble  a t pe riods  of more  tha n 12 months  a fte r the  da te  of e xe cution/is s ua nce

(including issuing s tock, s tock ce rtifica te s , bonds , note s , or a ny othe r e vide nce  of inde bte dne ss),

Orde re d S ta ff to initia te  a n orde r to s how ca us e  proce e ding a ga ins t Gra nite  if Gra nite  we re  to

e nte r into a ny future  fina ncing a rra nge me nt without firs t obta ining Commis s ion a pprova l, a nd

to  t re a t  th e  a m o u n t  o b ta in e d  th ro u g h  a n y u n a p p ro v e d  fin a n c in g  a s  p a id -in -c a p ita l fo r

2 1

22
•

23

24 •

25

26

ta te ma king purpos e s ,

Re qu ire d  G ra n ite  to  file  a n  Approva l o f Cons truc tion  ("AO C") fo r the  ne w 50 ,000 -ga llon

s tora ge  ta nk within s ix months  a fte r the  e ffe ctive  da te  of the  de cis ion,

Re quire d Gra nite  to a ddre s s  its  ina de qua te  s tora ge  ca pa city is s ue  within 18 months  a fte r the

e ffe c t iv e  d a te  o f th e  d e c is io n ,  b y d rillin g  a  re p la c e m e n t we ll to  re p la c e  W e ll No .  5  o r

cons tructing a nd ins ta lling a  ll0,000-ga llon s tora ge  ta nk;

27

28 Decision No. 71869 at 33.21
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1 •

2

3
I

4

Re quire d Gra nite  to hire  a n Arizona  re gis te re d e ngine e r to de s ign the  s tora ge  ta nk, if it chos e

to a ddre s s  its  ina de qua te  s tora ge  ca pa city is s ue  with a  110,000-ga llon s tora ge  ta nk,

Re quire d Gra nite  to :

File  copie s  of the  ATC for the  s tora ge  ta nk or re pla ce me nt we ll within s ix months  a fte r

the  e ffe ctive  da te  of the  de cis ion, a nd

O

5

6 O File  copie s  of the  AOC for the  s tora ge  ta nk or re pla ce me nt we ll within 18 months  a fte r

the  e ffe ctive  da te  of the  de cis ion,7

8 I
9

10 •

11

12

13 I

14

15

•

16

17 ,

18

19 •

20

21

22
I

Re quire d Gra nite  to ce a s e  providing fre e  a nd dis counte d wa te r a nd to provide  wa te r only in

a ccorda nce  with its  Commis s ion-a uthorize d ra te s  a nd cha rge s ,

Re quire d e a ch individua l involve d in the  ma na ge me nt a nd ope ra tions  of Gra nite , now a nd in

the  future , to comple te  a nd file , within 30 da ys  a fte r the  e ffe ctive  da te  of the  de cis ion or within

30 da ys  a lte r be coming involve d in ma na ge me nt or ope ra tions , a  s pe cific  s igne d a nd da te d

a tte s ta tion,

Re quire d Gra nite  to file  a  pe rma ne nt ra te  ca s e  a pplica tion within two ye a rs  a fte r the  e ffe ctive

da te  of the  de cis ion;

Re quire d S ta ff to s crutinize  the  re cords  for Gra nite 's  ne xt ra te  ca s e  a pplica tion to de te rmine

whe the r Gra n ite  ha d  ce a s e d  p rovid ing  fre e  a nd  d is coun te d  wa te r a nd  wa s  a ppropria te ly

colle cting re ve nue  from e ve ry re cipie nt of wa te r from its  s ys te m,

Re quire d Gra nite , within 90 da ys  a fte r the  e ffe ctive  da te  of the  de cis ion, to file  docume nta tion

e s ta blis hing the  owne rs hip of e a ch we ll a nd we ll s ite  for its  wa te r s ys te m a nd tha t it would ha ve

the  right to a cce s s  e a ch we ll a nd we ll s ite  for the  fore s e e a ble  future , a nd

Re quire d  S ta ff to  s c ru tin ize  the  owne rs h ip-re ia te d  docume nta tion  tile d  by Gra nite  a nd  to

de te rmine , a nd ma ke  a  filing re ga rding, whe the r Gra nite 's  owne rs hip a nd a cce s s  rights  we re23

24

25

26

s ufficie nt to e ns ure  tha t Gra nite  would, for the  fore s e e a ble  future , ha ve  s ufficie nt control ove r

its water supply to ensure that it would be able to serve its customers.

In Decision No. 72294 (May 4, 201 U," in response to a February 2011 request from Granite,

27

28 Official notice is taken of this decision.22
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4

1 the  Commission extended the  deadline  for Granite  to file  the  ATC for the  replacement well from March

2 1, 2011, to September 1, 2011, the  deadline  to file  the  AOC for the  replacement we ll from March 1,

3 2012, to September 1, 2012, and the  deadline  to address  Granite 's  inadequa te  s torage  capacity by

4 replacing Well No. 5 or cons tructing a rid ins ta lling a  110,000-ga llon s torage  tank from March 1, 2012,

5 to Se pte mbe r 1, 2012.

6 In Decis ion No. 72377 (May 27, 2011), the  Commiss ion authorized Granite  to incur long-te rm

7 de bt, in the  form of one  or more  18- to 22-ye a r a mortizing loa ns , with a  tota l a mount not to e xce e d

8 $18l,320, pursua nt to loa n a gre e me nt/s  with the  Wa te r Infra s tructure  Fina nce  Authority of Arizona

9 ("WIFA") and/or Na tiona l Bank of Arizona , a t an inte re s t ra te  not to exceed the  prime  ra te  a t clos ing

10 plus  three  pe rcent and with any unused authoriza tion to expire  on December 31, 2012. The  Decis ion

l l a lso required Granite  to tile  an ATC for the  replacement we ll by September l, 2011; an ATC for the

12 s torage  tank by March 1, 2012, an AOC for the  replacement we ll by September 1, 2012; and an AOC

13 for the  s torage  tank by March 1, 2013.

14 In Decis ion No. 72896 (Februa ry 21, 2012), the  Commiss ion cons ide red Chino's  applica tion

15 for a  permanent ra te  increase , es tablished Chino's  current ra tes  and charges, and, to e limina te  future

16 disputes  re la ted to cost a lloca tions, ordered Chino to tile  its  next genera l ra te  case  using the  same tes t

1 7 ye a r a s  us e d  in  the  ne xt ra te  ca s e  fo r Gra n ite .

18 In  D e c is io n  N o .  7 3 1 5 5  ( Ma y  1 8 ,  2 0 1 2 ) , 2 3  in  r e s p o n s e  t o  a  G r a n it e  r e q u e s t  a n d  S t a f f

19 recommenda tion to correct incompa tible  ra te  ca se  filing deadlines  for Granite  a rid Chino, crea ted by

20 Decis ion No. 71869 and Decis ion No. 72896 respective ly, the  Commiss ion extended the  deadline  for

21 Granite  to file  its  ra te  applica tion from September l, 2012, to September 30, 2013, and required tha t

22 Granite 's  ra te  applica tion use  a  tes t year ending no ea rlie r than March 31, 2013.

23 In Decision No. 74384 (March 19, 2014), in response  to an October 2012 request from Granite

24 and S ta ff recommenda tion, the  Commiss ion:

25 Modified Decis ion Nos. 71869 and 72294 to:

2 6

2 7

2 8 Zs Officia l notice  is  taken of this decision.

•
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o

O

1

O

Allow Granite  to address its  inadequate  s torage  capacity issue  by acquiring and adding

to its  system, by June  30, 2014, a  production well and a  50,000-gallon storage  tank,

Deers  the  ATCs a lready filed by Granite , for the  addition of Well No. 6 as  a  production

well and the  addition of a  50,000-gallon storage tank, to have sa tisfied the  requirements

for Gra nite  to file  copie s  of ATCs  for the  pla nt a dditions  to a ddre s s  the  ina de qua te

storage capacity issue, and

Allow Granite  to sa tisfy the  requirements  for filing of AOCs by filing, no la te r than June

30, 2014, copies  of an AOC for Well No. 6 and an AOC for the  50,000-ga llon s torage

I

•

•

tank;

Modified Decision Nos. 71869 and 73 l55 to extend, to June 30, 2014, the deadline for Granite

to file a permanent rate application and to require Granite to use a test year ending December

31 , 2013;

Modified Decision No. 72377, in pertinent part, to:

Allow Granite to use the funds obtained through the long-term debt of up to $181,320

to cover the costs of acquiring and adding to its system a production well and a 50,000-

O

gallon s torage  tank;

o Extend to June  30, 2014, the  expira tion da te  for any unused authoriza tion to incur the

long-te rm de bt,

Deem the  ATCs a lready filed by Granite , for the  addition of Well No. 6 as  a  production

well and the  addition of a  50,000-gallon storage tank, to have sa tisfied the  requirements

for Granite  to file  ATCs for the  plant additions  discussed in Decis ion No. 72377, and

o Allow Granite  to sa tis fy the  requirements  for tiling AOCs by filing, no la te r dean June

30, 2014, copies  of an AOC for Well No. 6 and fan AOC for the  50,000-ga llon s torage

O

•

ta nk,

Required Granite , begirding in the  month of execution of the  financing documents  for the  long-

te rm debt of up to $181,320 and continuing monthly until the  associa ted long-te rm debt is  pa id

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15 I

16
17
18
19
20 I

21
22
23
24
25
26
27
28

in full, to set aside $10 from each customer's bill payment and deposit the funds in a separate

interest-bearing account established for the  purpose  of rece iving such funds;
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1

2

3

4

Required Granite  to use  the  se t-aside  funds only to repay the  long-term debt, and

Required Granite , in its  next pe rmanent ra te  applica tion, to provide  full information rega rding

the  amounts paid to acquire  Well No. 6 and the  easements for access to Well No. 6, a long with

an explanation of and supporting documentation for the  manner in which the  value of each was

determined.

In  De cis ion  No . 75031  (April 23 , 2015), in  re s pons e  to  a  Gra n ite  re qu ie m a nd  S ta ff

• Extended to June  26, 2015, the  deadline  for Granite  to docket the  AOC for Well No. 6,

• Extended to September 25, 2015, the  deadline  for Granite  to docke t the  AOC for the  50,000

5

6

7 re comme nda tion, the  Commiss ion:

8

9

10 |'

11 •

12

gallon storage tank, and

Ordered that Granite  must demonstrate  compelling circumstances as a  prerequisite  to obtaining

a ny future  e xte ns ion of a ny of the  re quire me nts  impos e d by the  Commis s ion to re s olve

13 Granite's inadequate storage capacity.

14 111.

15

Systems & Compliance

A. Granite

16

17

18

1 9

On September 25, 2014, and January 21, March 24, and December 9, 2015, Ms. Hains

conducted on-site inspections of Granite's system to evaluate the system's operations and determine

the plant items that were and were not used and useful. (Ex. GS-1 at 3, ex. DMH-1 at 1, Ex. GS-8 at

1.)

20

21

22

23

Granite's system includes three active wells (Well Nos. 3, 4, and 6)24 with a combined yield of

approximately 60 gallons per minute ("GpM"),25 three active storage tanks with a combined capacity

of 111,700 gallons,26 one booster pump station, and a distribution system with approximately 141

customer connections, 100 of them through 5/8" x 3/4" meters. (Ex. GS-1 at ex. DMH-I at l, 3.)

24

25 24

26
r

27

28

Well No. 6, also known as the Short Spur Well, was placed into service in May2015, and its production yield is limited
to 17 GPM by ADWR requirements. (Ex. Gs-l at ex. DMH-1 at 2.)The active wells are approximately 300 feet apart on
Shane Drive. (Ex. Gs-l at ex. DMH-1 at I.)
25 Granite reported that the yield from Well No. 3 varies between 8 and 22 GPM, with 8 GPM as the yield at static water
level. (Ex. Gs-l at ex. DMH-l at 2.)
26 This includes the new 50,000 gallon storage tank that Staff found to be used and useful as of December 2015. (Ex.
GS-8 at 2.) ADEQ issued an AOC for Dre storage tank on December 3, 2015, and Staff inspected the storage tank and
found it to be in service on December 9, 2015. (Id at I.)
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1 Granite's system also includes three inactive wells (Well Nos. 2, 1, and 5). (Id. at ex. DMH-1 at 2-3.)

2 1 Granite served an average of approximately 122 metered connections during the TY, the vast

3 majority of them residential customers. (See Ex. Gs-l at ex. DMH-1 at 4.) Staff determined that

4 Granite's system has adequate production and storage capacity to serve its existing customer base and

5 reasonable growth." (Ex. GS-1 at ex. DMH-1 at 4.)

6 During the TY, Granite pumped 10,510,000 gallons and sold 9,763,000 gallons, resulting in a

7 water loss of 747,000 gallons or 7.11 percent, which is within the Commission's standard for non-

8 account water usage to be less than 10-percent. (Ex. GS-1 at ex. DMH-1 at 4.)

9 Granite's service area is located within the Prescott Active Management Area ("AMA") and,

10 a ccording to a  .Tune  17, 2015, complia nce  s ta tus  re port from the  Arizona  De pa rtme nt of Wa te r
I

11 Resources  ("ADWR"), Granite  is  in compliance  with ADWR requirements  governing wa te r provide rs

12 a nd/or community wa te r sys te ms . (Ex. GS -1 a t e x. DMH-1 a t 5.)

13 According to an ADEQ compliance  s ta tus  report da ted April 9, 2015, Granite 's  system has  no

14 ma jor de ficiencie s  and is  de live ring wa te r mee ting the  sa fe  driMdng wa te r s tanda rds  e s tablished in

15 lA.A.C. Title  18: Cha pte r 4. (Ex. GS -1 a t e x. DMH-1 a t 5.)

B. Chino
I

and a  dis tribution sys tem se rving 908 active  connections  during the  TY," a ll of them through

16 Granite has an approved curtailment tariff and an approved backflow prevention tariff on file

17 with the Commission. (Ex. GS-1 at ex. DMH-1 at 8.)

18

19 On December 9, 2014, Mr. Liu conducted an on-site inspection of Chino's system in

20 preparation for providing Staffs engineering evaluation. (Ex. CS-3 at 2, ex. JWL at 1.)

21 Chino's system includes two active wells with a combined yield of approximately 475 GPM,

22 four active storage tanks with a combined capacity of 107,000 gallons, two pressure ta1N<s, five booster

23 I pumps,

24 5/8" x 3/4" meters. (Ex. CS-3 at ex. JWL-1 at 1-2.)

25 Chino served an average of approximately 895 metered connections during the TY. (See CApp.

26 at 18.) Staff determined that Chino's system has adequate production and storage capacity to serve its

27 21 Staff estimated that Granite's customer count could increase to 148 by2018, based on a linear regression analysis. (Ex.
GS-1 at ex. DMH-1 at 5-)
28 There are 1,017 meters attached to the system, all 5/8" x 3/4" in size. (Ex. CS-3 at ex. JWL at 2.)28
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1 exis ting customer base  and reasonable  growth." (Ex. CS-3 a t ex. JWL a t 5.)

2 During the  TY, Chino pumped 60,730,000 ga llons  and sold 52,423,000 ga llons , resulting in a

3 water loss  of 8,307,000 ga llons or 13.68 percent, which exceeds the  Commission's  s tandard for non-

4 account wa te r usage  to be  le ss  than 10 pe rcent. (Ex. CS-3 a t ex. JWL a t 4.) S ta ff recommended tha t

5 Chino be  re quire d to pre pa re  a nd file  with the  Commiss ion's  Docke t Control, within 90 da ys  of the

6 e ffe ctive  da te  of a  de cis ion in this  ma tte r, a s  a  complia nce  ite m in this  docke t, e ithe r (a ) a  re port

7 conta ining a  deta iled analysis  and plan to reduce water loss to 10 percent or less or (b) if Chino believes

8 it is  not cost e ffective  to reduce  its  wate r loss  to 10 percent or less , a  de ta iled cost benefit ana lysis  to

9 support its  opinion. (Ex. CS -3 a t e x. JWL a t 4.)

10 Chino's  service  area  is  located within die  Prescott AMA and, according to an October 14, 20 la ,

11 ADWR compliance  s ta tus  report, Chino is  in compliance  with ADWR requirements  gove rning wa te r

12 provide rs  and/or community wa te r sys tems . (Ex. CS-1 a t ex. JWL a t 3.)

13 According to an Octobe r 28, 2014, ADEQ compliance  s ta tus  report, Chino's  sys tem has  no

14 ma jor de ficie ncie s  a nd is  de live ring wa te r me e ting the  sa fe  drinking wa te r s ta nda rds  e s ta blishe d in

15 A.A.C. Title  18, Cha pte r 4. (Ex. CS -3 a t e x. JWL a t 2.)

16 Chino ha s  a n a pprove d curta ilme nt ta riff a nd a n a pprove d ba ckflow pre ve ntion ta riff on file

17 MM the  Commis s ion. (Ex. CS -1 a t e x. JWL a t 7.)

18 IV. Ratemaldng-Granite

Summary1 9 A.

In its amended app}ication,&mite reported TY total operating revenues of $117,447 and an20 I

21 original cost rate base/fair value rate base ("OCRB/FVRB")3° of $564,606, and requested an increase

22 in revenues of $64,221 or 54.68 percent, for a rate of return of 8.03 percent. (GAps. at 6, art. 1 supp.

23 at 1, Ex. GS-3 at 5) Granite reported that it had 121 customer connections at the end of the TY,

24 including 86 served by 5/8" x 3/4" meters, 34 served by 1" meters, and 1 served by a 2" meter. (GAsp.

25 at art. 4 supp. at 3.)

26 Granite acknowledged that Decision No. 74384 had required Granite to file its rate application,

27 29
30

28 6.)

Chino estimated growth of zero to two customers per year. (Ex. CS-3 at ex. JWL at 5.)
In its application, Granite waived the right to have its FVRB determined using Reconstruction Cost New. (GAps. at

I
1 9 DECISION no.I
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Gra n ite
P ro p o s e d

Staff
Recommended

OCRB/FVRB $586,318 $529,152

justed TY Revenue $117,320 $117,320
jus ted TY Opera ting Expenses $120,060 3126,164

Kdiusted Operating Income (32,740) (58,844)

current Rate of Return -0.47% -1 .67%

required Rate of Return 8.03% 8.031%

Required Opera ting Income $47,087 $42,496

Operating income Deficiency $49,828 $51,340
Gross  Re ve nue  Conve rs ion Fa ctor 1.2090 1.211224

Increase in Gross Revenue (33) $60,243 $62,184

Increase in Gross Revenue (%) 51.35% 53.00%

P ropos e c Annua l Re ve nue $177,563 $179,504

DOCKET NO. w-02467A-14-0230 ET AL.

1 >ut stated that it needed a rate increase due to the costs incurred to add a new production well and

2 :instruct a 50,000 gallon storage tank, as required by Decision No. 74384. (GAps. at 3-4.) The

3 production well and storage tank were under construction at the time of the application. (GAps. at 4.)

4 Granite also asserted that the depreciation rates for two of its plant accounts (pumping equipment and

5 transportation equipment) were excessive, resulting in full depreciation in spite of the useful life

6 remaining in the underlying plant. (GApp. at 4.)

7 According to Mr. Jones, Granite accepted most of Staffs proposed adjustments so as to limit

8 the rate case issues and demonstrate Granite's "commitment to improving its operations and meeting

9 Staffs expectations concerning record keeping and cost accounting." (Ex. GA-l at 4.) As a result, as

10 of the hearing, Granite and Staff disagreed regarding post-TY plant (specifically regarding the

l l valuation of Well No..6), treatment of unsupported plant as CIAC, amortization of CIAC, a post-TY

12 re tirement not re flected in S ta ffs  recommended accumula ted deprecia tion, the  a lloca tion of common

13 cos ts , Mr. Levee 's  sa la ry, the  correct income tax ra te  to apply to Granite , ra te  des ign, the  applicability

14 of a  recommended Code  of Affilia te  Conduct, annua l reporting of corpora te  cos t a lloca tions , authority

15 for summary appointment of an interim manager, and the  assessment of penalties . (Ex. GA-6.)

As  of the  fina l da te  of hea ring in this  ma tte r, Granite  proposed and S ta ff re commended the16

17 f0110>nn8:31

18

19

20

21

22

23

24

25

26

27

28 31 Ex. GA-5 at Sched. RLJ-1 Supp., Ex. GS-9 at Fin. Sched. TBH GM-l .
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B. Rate Base1

2 The  diffe rence  in Granite  and S ta ffs  proposed OCRB/FVRB figure s  is  a ttributable  la rge ly to

3 the ir diffe ring tre a tme nt of the  re porte d pos t-TY cos ts  for a cquis ition of We ll No. 6. (Ex. GA-6, Ex.

4 GA-5 a t Rev. Sched. RLJ-2 Supp.)

5 1.

6 Granite  acquired the easement for Well No. 6 from the Levies ' daughter, Shauna Duke, and her

7 husband, Jonathan Duke," for $75,000, a  price  tha t the  Dukes and Granite agreed upon for an easement

8 a llowing Gra nite  pe rma ne nt use  of the  we ll, the  we ll house , a nd portions  of the  prope rty for wa te r

9 utility purposes . (Ex. GA-2 a t 6.) Granite  reported tha t it had been unable  to find a  suitable  s ite  to drill

10 a  new we ll when it became  aware  of the  Well No. 6 prope rty, which had gone  Mouth foreclosure  and

l l was  lis ted for $185,000. (Ex. GA-2 a t 5-6.) Granite  be lieved tha t the  property could be  purchased for

12 $155,000 and s ta ted tha t it did not have  $155,000 and could not borrow or otherwise  secure  $155,000

13 to purcha se  the  prope rty, which Gra nite  be lie ve d ne e de d to be  done  quickly. (Id) Gra nite  re porte d

i4 tha t the  Dukes  purchased the  property from the  bank as  an accommoda tion to Mr. Levie  and sole ly to

15 a llow Granite  to use  We ll No. 6, which was  known to provide  wa te r of suitable  quantity and qua lity

i6 for us e  a s  a  pota ble  wa te r s upply. (Id a t 7.)

17 To support its  va lua tion of the  easement, Granite  had a  rea l esta te  appra isa l report crea ted by

18 the  Huck Appra is a l Office  on April 14, 2015. (Ex. GS -6.) The  a ppra is a l re port conclude d tha t the

19 re trospective  marke t va lue  of the  unre s tricted ea sement, a s  of the  da te  on which the  ea sement was

20 recorded with the  Yavapa i County Recorder, was  $80,000. (Ex. GS-6 a t 1.) According to the  appra isa l

21 report, the  easement consists of approximately 1.024 acres or 44,594 square feet of a  larger Parcel No.

22 102-09-008D ("Pa rce l"), cons is ting of approxima te ly 1.40 acres  or 61,034 squa re  fee t. (Ex. GS-6 a t

23 2.) The  e a se me nt include s  five  outbuildings  a nd s ite  improve me nts , but doe s  not include  a  s ingle

24 family res idence  loca ted on the  Parce l, which was built in 1978 and is  approximate ly 1,440 square  fee t

25 in s ize . (Id. a t 2, 5, 24.) The  five  outbuildings  include  a  finished 702-squa re  foot gues t room/office

26 tha t lacks  a  ba throom, three  unfinished wood frame sheds (128, 64, and 65 square feet in size) that lack

27

28
32 The easement, dated October 23, 2013, was obtained by Granite from Sandia Properties LLC, which is controlled by
Jonathan and Shauna Duke. (Ex. GS-3 at 15.)
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1

2

3

4

5

6

7

8

9

10

plumbing, a nd a  pa rtia lly finishe d 108-squa re  foot we ll house  tha t la cks  plumbing. (Id a t 24.) The

site  improvements  include  cha in link and agricultura l fencing, a  water well s itua ted on a  concre te  s lab,

mos tly na tive  ve ge ta tion, a nd "misce lla ne ous  othe r s ite  improve me nts ." (Id a t 25.) The  a ppra is e r

determined that the Parcel had a value of S1.15 per square foot or $70,189 based on a sales comparison

approach, and a market va lue  of $71,250 based on a  price-per-lot ana lysis . (Id. a t 32.) The  appra ise r

then de te rmined tha t the  portion of the  Parce l subject to the  easement (44,594 square  fee t) would be

valued a t $51,283 if a  fee  s imple  interest. (Id. a t 33.)

Based on the extent to which Granite is authorized to use the easement area, and the owners.are

restricted in the ir use  of the  easement a rea , the  appra iser de termined tha t 90 percent of the  utility and

value  in the  land in the  easement a rea  had been transferred to the  holder of the  easement" and, thus,

l l that the value of the land in the easement was $B6,000. (Ex. GS-6 at 34.)

The appraiser used a cost approach to value the outbuildings included in the easement land,

13 determining that they had an aggregate value of $50,705, which was depreciated to $34,361. (Ex. GS-

12

14 6 at35 .) The appraiser assigned each of the outbuildings a  separate value, with the well house (Building

15 5) assigned a value of $1 ,449, less $217 depreciation, for a net value of$l,232. (EX. GS-6 at 35.) The

I
16 $34,361 was then added to the estimated $46,000 value of the easement land, and rounded, to reach an

17 estimated easement value of $80,000. (Id )

1 8 Anothe r a ppra is a l re port conce rning the  P a rce l wa s  pre pa re d in Fe brua ry 2012 by Appra is a l

19

20 33

2 1

22

•

•

23

24

25
•

26

27

28

The appraisal report states that the easement authorizes the following uses by Granite:
Ingress and egress,
Use and maintenance of Well No. 6 and other water delivery facilities and of the associated buildings,
Drilling and construction of any additional wells located within 600 feet of grandfathered Granite Well No. 5, and
Construction and maintenance of future facilities determined to be required by Granite to provide water service
under its CC&N. (Ex. GS-6 at 33.)

The appraisal report also states that the easement "severely restricts" the owners' use of the land included in the easement
by prohibiting the following: ,

Building of structures on the land in the easement,
Building of fences, walls, corrals, etc. in the land in the easement,
Storage of vehicles, equipment, supplies, etc. that limit Granite's ability to drill, operate, or maintain wells on the
property; and
Conducting any activities that otherwise limit Granite's ability to drill, operate, and maintain wells on the property.
(Ex. GS-6 at 33.)

The appraiser determined that the owners of the Parcel may still benefit from the land contained in the easement, however,
because it serves as a buffer loom surrounding homes, roads, and other uses and can be used for pets, farm animals,
landscaping, a play area, etc. (Ex, GS-6 at 34.)
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1 Consulta nts , Inc. for purpose s  of e s tima ting the  tota l compe nsa tion due  to the  owne rs  for pa rtia l

2 a cquis ition of the  P a rce l by Yavapa i County for use  a s  a  right ofwa y. (Ex. GS -7.) The  right-of-wa y

3 area , 2,986 square  fee t ins ide , was taken for purposes  of widening Williamson Valley Road, to which

4 the  Parce l abutted. (Ex. GS-7 a t 42.) The  appra isa l report Concluded tha t the  Parce l should be  va lued

5 at $1.00 per square  foot, resulting in a  va lue  of $64,015 before  the  right of way and $61,029 afte r die

6 right of way. (Ex. GS-7 a t 43.) The  appra isa l report furthe r concluded tha t the  improvements  included

7 in the right of way area (fencing, Gates, and landscaping) had a  depreciated cost of $1,166, resulting in

8 a  tota l taking of$4,152. (Ex. GS-7 a t 42-43.) The  February 2012 appra isa l report a lso va lued a  4,015-

9 1 square foot temporary (one-year) construction easement a t $511, based on a  rent estimate  determined

10 using a return on investment analysis, and a 1,441-square foot drainage easement at $1,4-41, based on

l l the  $1.00 pe r squa re  foot va lua tion of the  Pa rce l. (Ex. GS-7 a t 44-49.) The  Yavapa i County Public

12 Works  Depa rtment sent the  Dukes  a  Purchase  Agreement, including a  copy of the  Februa ry 2012

13 appraisa l report, on February 27, 2013, and the  Dukes signed the  Purchase  Agreement, which provided

14 for a  tota l purchase  price  of $7,331,34 on April 27, 2013. (Ex. GS-7.)

15 In his  J a nua ry 2016 te s timony, Mr. J one s  broke  down the  pos t-TY pla nt for We ll No. 6,

16 reporting $48,500 for land and land rights , $21,373 for s tructures  and improvements , $21,935 for the

17 we ll itse lf, $12,868 for pumping equipment, $5,669 for solution chemica l feeders , $34,869 for a  wa te r

18 main, $81 for se rvices , and $402 for backflow prevention devices , for a  tota l of $145,697. (Ex. GA-5

19 ,a t Rev. Sched. RL]-2 Supp. a t 3.)

20 Staff found tha t Well No. 6 and the  6-inch main connecting Well No. 6 with the  main line  were

21 used and useful, tha t the  expenses for the  easement should be  included in land and land rights  ra ther

22 tha n the  we ll a ccount, a nd tha t the  e xpe ns e s  for culve rt ins ta lla tion to pre ve nt s tone  run-off from

23 flooding the  We ll No. 6 s ite  should be  cla ss ified to and a llowed in s tructure  and improvements . (Ex.

24 GS-1 a t 8-10.) In a ll, S ta ff recommended tha t a  tota l of $100,129 be  a llowed for Well No. 6, with the

25 diffe re nce  be ing S ta ffs  re comme nda tion to a llow Gra nite  to include  $29,43235 for the  We ll No. 6

26

27

28

34 The total purchase price included a $2,393 allowance for improvements. (Ex. GS-7.)
35 Staffrecommended allowing $12,200 for the land (easement), $16,000 for Well No. 6 itself $1 ,232 for the Well House
(Building 5), and nothing for the other buildings. (Ex. GS-2 at 1-3 .)
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and easement, attached hereto as Exhibit 1, to illustrate and estimate the amount of property actually

1 easement purchase rather than the 37100036 requested. (Ex. GA-6 at 1, Ex. GS-2 at l-3.) Staff' s

2 recommendation for the allowable value of the easement was based on Staff's determination that the

3 size of the easement obtained exceeds Granite' s current needs and that the outbuildings on the property,

4 other than the well house, are being used by the residential tenants rather than by Granite. (GTI. At

5 68, 72, 83.) Staff observed that the residence located on the parcel was occupied by renters and that

6 there was personal property located in the guest house and was told by Granite's then Operating

7 Manager that the sheds were also used by the renters. (GTr. At 68, 83.) Staffused a map of the Parcel

8

9 needed for Granite to use Well No. 6 for its system. (GTr. At 69-72, Ex. GS-5.) Ms. HaMs determined

10 that Granite needed only approximately 12,200 square feet of property, which was valued at $1 .00 per

l l square foot in keeping with the 2012 appraisal, and allowed $16,000 for Well No. 6 itself and $1,232

12 for the well house, in keeping with the 2015 appraisal. (See GTr. At 74; Ex. GS-6 at 35.)

13 Granite asserted that Staffs position failed to consider the need to drill a replacement well in

14 the future and discounted the value of the outbuildings, which Granite asserted it intended to use to

15 support its obligations. (Ex. GA-2 at 4-5.) According to Granite, Staffs recommended $29,432 for

16 Well No. 6, the well house, and all required land rights for the well and connecting water lines was

17 "unrealistically low" and less than Granite would have paid just for the drilling of a new well (Ex. GA-

18 2 at 5.) Additionally, Granite asserted that no tmafliliated person would have been willing to grant

19 | Granite an easement such as that granted by the Dukes for less than the full market value of the property.

20 (Id at 7-8.) Mr. Jones acknowledged, however, that there are currently no plans to drill another well

21 on the property. (GTr. At 44.)

22 In light of the current and foreseeable use of the easement property, Staff' s determination that

23 | only 12,200 square feet of that easement, as shown in Exhibit l hereto, is used and useful is reasonable

24 and should be adopted. Likewise, Staff' s use of the value of the well and depreciated value of the well

25 house, taken from the 2015 appraisal, is reasonable and should be adopted. We note that the $16,000

26 value of the well itself was also used by Granite on rebuttal. We also conclude that the used and useful

27

28

36 On rebuttal, Mr. Jones had broken down the $75,000 as $46,000 for land and land rights, $13,000 for structures and
improvements (based on a $34,075 structure value, less depreciation of $16,344, rounding of $361, and $5,000 below
appraisal purchase price), and $16,000 for Well No. 6 itself. (Ex. GA-1 at 9.)
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1 portion of the easement property should be valued at $1.075 per square  foot, the  average of the $1 .00

2 de te rmine d in the  2012 a ppra isa l a nd the  $1.15 de te rmine d in the  2015 a ppra isa l. As  a  re sult, the

3 allowable amount for Well No. 6, including the easement, the well itself, and the well house, should be

4 $30,347.

5 Unsupported Plarlt

6 Granite was unable to produce invoices to support $96,342 of its proposed plant in service,

7 reporting that the invoices had been lost in a December 14, 2011, fire that destroyed the offices shared

8 by Granite and the Levies' other businesses, including all physical records. (Ex. GA-l at ll, Ex. GS-

9 3 at 13.) Granite provided Mr. Levie's sworn statement that the accounts payable records and invoices

10 for 2008 through 2011 had been destroyed in the fire and that the Quickbooks accounting records

11 provided for that period reflected correct entries of die invoice costs and had been made in the regular

12 course of business. (GApp., Ex. GS-3 at 13.) Granite asserted that the plant should be allowed because

13 it was supported by accounting records, that there was no dispute that the amount claimed represents

14 actual plant in service, and that Granite had tried but been unable to obtain duplicate support for the

15 plant because vendors had gone out of business or purged their records. (Ex. GA-l at ll.) Granite

16 added that if Staffs treatment of unsupported plant were adopted, "the added CIAC amortization

17 complexity ... [would] lead to confusion and disagreement regarding future CIAC amortization

18 l balances." (Ex. GA-6.)

19 Because Staff was unable to verify the cost for the proposed plant,Staff recommended that 10

20 percent of the proposed cost (59,634) be treated as a contribution in aid of construction ("CIAC"). (Ex.

21 GS-3 at 13-14.) With amortization of the CIAC balance, this resulted in a reduction in rate base of

22 $9,334. (Ex. GA-6 at 1.) Staff stated that its typical recommendation was to remove 100 percent of

23 unsupported plant from rate base because it is a company's responsibility to support its claimed costs,

24 and ratepayers are at risk of paying a return on plant values that are overstated or on plant items that

25 do not exist if unsupported costs are not removed. (Ex. GS-3 at 1.) In this case, however, Staff made

26 the recommendation for 10 percent of the unsupported plant amount to be offset with CIAC because

27 Granite's records had been destroyed by fire, Granite had made an effort to obtain copies of cancelled

28 checks through numerous letters to its bank, and Staff had verified on its inspection that the plant did
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1 exis t and tha t the  cos ts  were  not overs ta ted. (Ex. GS-3 a t 14.) Additiona lly, S ta ff acknowledged tha t

2 Gra nite  a nd Chino trie d ve ry ha rd to re cove r the  de s troye d re cords . (CTI. a t l07.)

3 Although the  Commiss ion traditiona lly ha s  disa llowed inclus ion in ra te  ba se  of unsupported

4 plant, the  circumstances in this  matter a re  unusual in tha t the  records were  destroyed by tire  ra ther than

5 des troyed or los t by Granite , and S ta ff has  de te rmined tha t the  plant in ques tion exis ts  and tha t the

6 I associa ted plant costs have not been oversta ted. In light of these  considerations, which should address

7 Sta ffs  concerns  about overs ta ted costs  and nonexis tent plant, it is  jus t and reasonable  to include  the

8 e ntire  $96,342 in ra te  ba se  by re ve rs ing S ta ffs  a djus tme nt. It is  a lso jus t a nd re a sona ble  to a dvise

9 Granite  tha t it is  expected in future  to ensure  tha t its  records  a re  s tored in a  manner tha t substantia lly

10 mitiga tes the  risk of future  loss  of records through physica l destruction by an act of God or otherwise .37

l l  | 3. Amortiza tion of CIAC

12 Granite  disagreed with Staff" s  method for amortiza tion of CIAC, which Mr. Jones described as

13 a "hybrid" because  it used specific deprecia tion ra tes  for some plant accounts  and composite  ra tes  for

14 othe r plant accounts  ra the r than a  composite  ra te , which Mr. Jones  s ta ted was  the  norm. (CTr. a t 20.)

15 Granite  asserted that Staff' s  amortization method was needlessly complex and would lead to confusion

16 l and disputes  regarding future  CIAC amortiza tion ba lances . (See  Ex. GA-6, CTr. a t 20-21 .) Mr. Jones

17 te s tifie d tha t s implifying the  a mortiza tion me thod by us ing a  compos ite  ra te  would he lp Gra nite  a nd

18 Chino, ne ithe r of which ha s  in-hous e  a ccounting s ta ff, to s ucce e d in complying with a ccounting

19 requirements . (CTr. a t 21, 74.) Mr. Jones  a lso opined tha t Granite  and Chino would like ly need to use

20 an outs ide  contractor to do the  accounting if S ta ffs  hybrid method were  adopted, which would crea te

21 a  recoverable  opera ting expense . (CTr. a t 21, 74.) Additiona lly, Mr. Jones  tes tified tha t he  had never

22 1 before  been involved in a  case  where  specific ra tes  were  used to amortize  CIAC. (CTr. a t 56, 73.)

23 As of the  hearing, Staff continued to recommend using plant specific deprecia tion ra tes  ra ther

24 than a  compos ite  ra te  in its  amortiza tion of CIAC. (See  Ex. GS-9 a t Fina l Sched. TBH GM-7.)

25 Because  we be lieve  tha t using plant specific deprecia tion ra tes  ra ther than a  composite  ra te  in

26 the  a mortiza tion of CIAC inje cts  ne e dle s s  comple xity into the  proce s s , Gra nite 's  me thod of CIAC

2 7

37 For example, Granite could scan and save its  invoices  in electronic tiles  and ensure that the electronic tiles  are backed
2 8 up off s ite .
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Revenue Requirement

l amortiza tion should be  adopted.

2 4. Accumula ted Deprecia tion

3 Gra nite  a dopte d S ta ffs  me thodology in re cons tructing Gra nite 's  a ccumula te d de pre cia tion

4 ba lance  and disagreed with S ta ff only as  to the  trea tment of a  pos t-TY re tirement a ssocia ted with the

5 pos t-TY replacement of the  We ll No. 4 pump. (Ex. GA-1 a t l1-12.) To re fle ct the  pos t-TY re tirement,

6 Granite  deducted $4,680 from accumula ted deprecia tion. (Ex. GA-6.) In its  Reply Brie f; S ta ff agreed

7 tha t the  post-TY re tirement should be  addressed as  shown by Granite . (SR Brie f a t 8.) We agree  with

8 the  pa rtie s  tha t the  pos t-TY re tirement should be  re flected.

9 5. Cash Working Capita l

10 Gra nite  a nd S ta ff a gre e d re ga rding the  me thodology to ca lcula te  ca sh working ca pita l, but

l l __ reached different outcomes based upon their different recommended operating expenses. (See Ex. GA-

12 6.) The method used by Granite  and Staff should be  adopted.

la 6. Re solution

14 The  adjustments  adopted here in result in an OCRB of $539,411, which should be  adopted as

15 Granite 's  FVRB for purposes  of e s tablishing Granite 's  ra tes  and charges  in this  matte r.

16 c .

17 1. Method of Es tablishing

18 Granite  and Staff both proposed that Granite 's  revenue requirement be  established by applying

19 a  ra te  ofre tum to Granite 's  OCRB/FVRB and agreed on an 8.031-pe rcent ra te  of re turn. (Ex. GA-5 a t

20 Sched. RLJ-1 Supp., Ex. GS-9 a t Fin. Sched. TBH GM-l .) This  ra te  of re turn is  reasonable  for Granite

21 I and should be adopted.

22 2.

23 During its  audit, S ta ff scrutinized whe the r Granite  had ceased providing free  and discounted

24 wate r to Danie l's  properties  and the  Levies ' deve lopment property as  required by Decis ion No. 71869.

25 (Ex. GS-3 a t 46-47.) S ta ff a lso fie ld inspected each unread meter identified in Decis ion No. 7 l 869 to

26 de te rmine  ope rability. (Id. a t 47.) S ta ff"s  review of Granite 's  a ccount his tory for the  me te rs  identified

27 in De cis ion No. 71869 a s  unre a d a nd/or not prope rly bille d, a long with othe r Le vie  fa mily a ccounts ,

28 revea led the  following:

Uncollected TY Revenues
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I • From  S e pte m be r 1, 2010, through the  e nd of the  TY, Gra nite  fa ile d to colle ct p rope rly for

2

3

4

5

6

•

7

8 •

Account No. 80.002.01, the  a ccount for Da nie l's  home  prope rty, for which no pa yme nts  we re

ma de  from De ce mbe r 2011 through the  e nd of the  TY, a nd for which the  e nd-of-TY ba la nce

was $7,265.68;38

From  S e pte m be r 1, 2010, through the  e nd of the  TY, Gra nite  fa ile d to colle ct p rope rly for

Account No. 80.001.02, Da nie l's  a ccount for the  s ta b le s  prope rty, for which only s pora dic

payments  were  made  during the  pe riod, and for which the  end-of-TY ba lance  was  $l,157.28;

Granite  a ls o fa iled to colle ct prope rly for two additiona l a ccounts  owned by Danie l:

9

10

o Account 81 .002.01, for the  mobile  homes  on the  s table s  prope rty, for which no payments

were  made  tirom J uly2011 through the  end of the  TY, and for which the  end-of-TY ba lance

11 was $7,759.51; and

1 2 o

1 3

Account 80.012.00, for which no payments  were  made  from July 2011 through the  end of

the  TY, and which had an end-of-TY balance of $1,186.88.39

14 Gra nite  provide d re cords  showing tha t the  Le vie s  ha ve  ma de  pos t-TY pa yme nts  on the se

15 accounts  a s  follows :

16 • For Account 80.002.01, a  January 2014 credit of$3,500 was reportedly made 'm lieu of payment

to Danie l for Construction Work in Progress  for Well No. 5,40 and a  January 2014 payment of1 7

1 8 $2,201 .26 was made from the  Levin Trust,

19 • For Account 81 .002.01, a  January 2014 payment of $7,759.51 was made from the  Levin Trust,

20 and

2 1

22
38

25

26

27

This amount does not reflect a $ I ,564.42 credit to the account made by Granite on December 10, 2013, at Mr. Levie's
23 direction, reportedly for a water leak that caused abnormally high consumption from March to April 2013 and for late fees.

(Ex. GS-3 at 48.) Staff asserted that the adjustment was not appropriate as it represented a discount to a related party
24 provided more than eight months after the abnormally high usage. (Id at 48-49.) Granite acknowledged on rebuttal that it

would have been a better business practice not to make the adjustment due to the family relationship. (Ex. GA-i at 21 .)
39 Ex. GS-3 at 46-50.
40 Granite originally provided Staff with a copy of a December 31 , 2013, check to Daniel with a memo reading "for prep
work and installing of 2 pipes, back hoe Bobcat and gradework at Short Spur Well," and when Staff asked for a copy of the
cancelled check, told Staff that the check had been voided and the amount used to offset the balance owed by Daniel. (Ex.
GS-3 at48.) Staffdeemedthe $3,500 offset to Daniel's water account inappropriate because of the misleading information
provided regarding the check payment, the fact that the alleged CWIP transaction was not conducted at arm's length or
documented properly for ratemaking purposes because there was no supporting invoice, and the adjustment's not meeting
Generally Accepted Accounting Principles ("GAAP"). (Id at 48-49.)28
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Acct. 80.002.01 $ 3,085.24
Acct. 81.002.01 2,546.84
Acct. 80.001.02 617.84

Acct. 80.012.00 892.06

Tota l s 7,141.98

DOCKET no. W-02467A-14-0230 ET AL.

1 For Account 80.012.00, a January 2014 payment of$1 ,186.88 was Made from the Levin Trust."

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

15

Granite  reported tha t Danie l did not pay the  bills  for the  home  prope rty account because  the

bills  were  be ing sent to the  home  prope rty, which is  occupied by Danie l's  ex-wife , while  Danie l live s

in Utah and does  not rece ive  copie s  of the  bills . (Ex. GS-3 a t 50, a rt. F.) Granite  did not specifica lly

address why due revenues for the  accounts were not collected, a lthough Granite  did report that shut-off

procedures had not been followed before  and during the  TY. (Ex. GS-3 a t art. F.) According to Granite ,

its  then adminis tra tive  a ss is tant was  not following shut-off procedure s  for de linquent a ccounts  and

tra ine d its  ne w a dminis tra tive  a s s is ta nt not to follow the  shut-off proce dure s . (Ex. GS -3 a t a rt. F.)

Granite  reported tha t the  proper practice  for de linquent accounts  (sending la te  notices  and collecting)

was resumed after the  new administra tive  assistant brought the  no-shut-offs  practice  to the  a ttention of

the  Opera tions Manager, severa l months  a lte r replacing the  old adminis tra tive  ass is tant. (Ex. GS-3 a t

a rt. F.)

The  end-of-TY ba lances  for Danie l's  four a ccounts  included pre -TY ba lances  and pena ltie s

due , but S ta ffs  da ta  showed tha t Granite  fa iled to collect the  following amounts  of revenue  for these

accounts  during the  TY:

1 6

1 7

1 8

1 9

20

21

22

23

24

25

These amounts represent uncollected TY revenue not reflected in the metered water revenue figures

reported by Granite and Staff . Because this revenue should have been collected, and only went

uncollected due to negligent or intentional conduct of Granite, this $7,142 should be imputed as TY

metered water revenue to offset the revenue increase needed by Granite.

3. Allocation of Common Costs

Granite, Chino, Antelope, and the rest of the Levies' businesses42 are operated out of a shared

27

26 4-1 Ex. GS-3 at 49-50.
42 The Levies reported the following 13 businesses located at the same business address: Chino, Granite, Antelope,
Equestrian Development Corporation, Equestrian Construction, LLC, LL&M Development, LLC, Levin-Antelope Lakes
Development Inc., CityofPrescott.com LLC, Paul D. and Rae Levee Living Trust, Paul D. and Rae Levin Family
Corporation, The Levin Family Foundation, Levin Family Limited Partnership, and Levie Realty & Investment LLC. (Ex.28

29 DECISION no.

_I I



Expense Catego Allocated to Chino Alloca ted  to  Granite Expla na tion

Rent Actua l = 80% Actua l = 20% byAs directed
management

Opera tingIndire ct Actual = 90%
Adjusted = 88%

Actua l = 10%
Adjus ted = 12%

Based on number of
customers

Employee  Sa la ries  and
Wages

Actua l = 83% Actua l = 17% Necessita ted by payroll
softwa re  limita tions

Office r,  Dire c to r a nd
Stocldlolder Sa lary and
Wages

Intended = 80%
Actual = 84%

Intended = 20%
Actual = 16%

The 80/20 split is  based
on Mr. Le vie 's
e s tima te  of time  spe nt
on e a ch u tility. The

DOCKET NO. W-02467A-14-0230 ET AL.

1

2 Valley, Arizona, in a 2,280 square foot property owned by Dewey. (Ex. CS-1 at 26, 28.) A rental

3 ,agreement, dated December 15, 2011, obligates Chino to pay Dewey monthly rent of $1,250, for an

4 annual rent expense of $15,000.43 (id.) Chino reported that the TY rental expense has been allocated

5 80 percent to Chino and 20 percent to Granite, with none of the other companies paying rent. (Id )

6

7

Sta ff de te rmined tha t the  wa te r utility ope ra tions  use  approxima te ly 75 pe rcent of the  office  space ,

while  Dewey's  office  and the  ope ra tions  of the  non-regula ted a ffilia te s  occupy the  othe r 25 pe rcent.

l(Id  a t 28 .)

9 The office  personnel perform support services for the  Levies ' property management opera tions

10 and a re  not pa id sepa ra te ly for those  se rvices , with the  Adminis tra tive  Ass is tant e s tima ted to work up

8

l l to 16 hours per week on property management and the Operations Manager estimated to work up to

12 four hours  pe r we e k on prope rty ma na ge me nt. (Ex. GS -3 a t 32.) No docume nta tion wa s  provide d

13 , showing the  amount of time  the  shared pe rsonne l spend working for the  non-regula ted a ffilia tes . (Id.

14  a t 33 .)

1 5

16

1 7

Be ca use  of the  sha re d office  loca tion a nd pe rsonne l, a  numbe r of e xpe nse s  a re  a lloca te d

be tween Chino and Granite . (Ex. Cs-l a t 9-10.) For the  TY, Chino and Granite  provided the  following

cost a llocations and explanations therefor:44

1 8

1 9

20

2 1

22

23 |

24
25

26

27
45

28

GS-3 at 34_) The Levies also reported several inactive businesses: Paul D. Levin Inc., Antelope Ladfzes Sewer, LLC, Raven
Water Company, LLC, and Raven Sewer Company LLC. (Id.) The Levies also reported that only one of the non-water
utility businesses, a rental property management company, is currently active. (CTr. at 5l-52.)
4: Staff determined that the amount of rent per square foot was reasonable. (Ex. Cs-l at 29.)
44 Ex. CS-1 at 9-10, art, A, art. B, art. C, an. D.

These include expenses for purchased power, chemicals, repairs and maintenance, office supplies, rent, contractual
services, transportation, insurance .- general liability, and insurance - health and miscellaneous. (Ex. CS-1 at 9.)
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84/16 s plit wa s a n
a ccounting ove rs ight.
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1

2 Chino pa id the  Meg ra rity of indirect opera ting expenses  during the  TY, and Granite  re imbursed Chino

3 a t the  end of the  year for Granite 's  a lloca ted amounts . (Ex. CS-1 a t 10.) Granite  a lso pa id some indirect

4 ope ra ting expense s  directly; without re ce iving any re imbursement from Chino. (Id )

5 S ta ff a s se rte d tha t a lloca tions  a re  re quire d for a ffilia te  tra nsa ctions  be ca use  of the  ince ntive  to

6 shift common cos ts  to re gula te d e ntitie s  tha t a re  more  like ly to re cove r the m, the re by incre a s ing profits

7 for non-re gula te d e ntitie s .'*6 (Ex. GS -3 a t 11.) To de te rmine  its  cos t a lloca tion re comme nda tions , S ta ff

10

8 first determined a total of shared costs to be allocated by reclassifying several expenses to different

9 NARUC accounts, disallowing a total of $50,362 in shared expenses,47 adding a total of $14,034 to

normalize several shared expenses," and deducting the portion of the reported costs attributable

11 dire ctly to Chino. (Ex. GS -9 a t Fin. S che d. TBH GM-20a , TBH GM-20b, TBH GM-20c, TBC GM-

12

13

2nd.) S ta ff then used an a lloca tion methodology taking into account the  ra tio of the  following factors

for each system compared to the  tota l for the  combined systems: customer count, ne t plant in service ,

14 annual revenue, and gallons pumped. (Ex. GS-9 at Fin. Sched. TBH GM-20e.) Staffs analysis resulted

15

16

in a n a lloca tions  of 70.12 pe rce nt by Chino, 26.93 pe rce nt by Gra nite , a nd 2.95 pe rce nt by Ante lope .

(Ex. GS -3 a t 44, S che d. TBH GM-20e .)

17 Mr. Jones testified that Granite's most significant concern in this matter was with Staffs

18 propos e d four-fa c tor cos t a lloca tion m e thod. (Ex. GA-1  a t 4 -5 .) According to Gra nite , S ta ffs

19

20

a lloca tion method would shift cos ts  and revenues  from Chino to Granite  (and Ante lope) because  the

sha re d cos ts  a re  curre ntly be ing a lloca te d on the  ba s is  of cus tome r counts  (with 88 pe rce nt of the

21

22

23

24

25

26

27

28

46 Staff provided the following quote firm the NARUC Guidelines for Transactions with Affiliates: "Regulations are
designed to prevent 'cross subsidization' - one entity paying for costs that actually benefit another entity. Cross
subsidization can occur between regulated entities as well as between regulated and non-regulated entities." (See Ex. GS-
3 at l I.)
47 The disallowed expenses included $17,444 for non-regulated salaries and wages, a total of $16,434 in officer pay
adjustment for time actually worked and duties assigned to the office manager, $46 for purchased power late fees, $124 in
repairs and maintenance expense to eliminate personal expenses, a total of $2,804 in office supplies and expense to eliminate
items such as Mrs. Levie's phone and charges, meals, and personal expenses, $1 ,232 in contractual services to eliminate
legal fees related to the fire, a total of $7,380 in transportation expenses to eliminate items such as tires for personal use,
out of state gasoline purchases, and delivery of gas to Paul's home, $1 ,058 in general liability insurance to remove a vehicle
used by a non-regulated affiliate, $2,301 in miscellaneous expenses such as gifts and meals, and $1,539 in non-regulated
payroll taxes. (Ex. GS-9 at Fin. Sched. TBH GM-20c, 2nd.)
48 The expenses normalized included salaries and benefits, office supplies and expenses (service contracts), transportation
expenses (vehicle registration), and general liability insurance (policy adjustment for refunds). (Ex. GS-9 at Fin. Sched.
TBH GM-20d.)
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1 common costs currently allocated to Chino, 12 percent to Granite, and 0 percent to Antelope). (Ex.

2 GA-1 at 4-5.) Granite asserted that this cost shift to Granite would create revenue instability, would

3 I likely cause Granite to under-collect its authorized revenue by a significant amount, and would move

4 the rates of Granite and Chino farther apart, which could discourage future consolidation or acquisition.

5 (Ex. GA-1 at 4-5.) Mr. Jones also asserted that the use of the four factors was unnecessarily complex

6 for small organizations that need simplicity to succeed. (Id at 14.) Mr. Jones further testified that the

7 | factors used by Staff were unusual because revenues, gallons pumped, and net plant (rather than gross

8 plant) generally are not used in a four-factor allocation. (Ex. GA-1 at 14.) Mr. Jones characterized the

9 use of net plant as "particularly problematic" for Chino because of its mature and depreciated rate base.

10 l ( I d ) According to Mr. Jones, Staffs original allocations would have shifted $49,006 in costs and

11 related revenue from Chino to Granite (which has fewer customers, lower water sales, higher levels of

12 plant investment, and higher rates), with that each $10,000 shift lowering Chino's rates by

13 approximately $0.25 per 1,000 gallons while increasing Granite's rates by about $1.06 per 1,000

14 I gallons. (Ex. GA-2 at 2.) Mr. Jones asserted that due to this disparate impact, "aggressive shifting of

15 costs to Granite is certain to increase revenue instability because Granite would almost certainly under-

16 collect its authorized revenue by a significant magnitude." (Id )

17 Granite originally proposed that common costs be allocated based on customer count (88

18 percent to Chino and 12 percent to Granite), as this method has long been used by Granite arid Chino

19 and is simple to administer and understand and is accurate. (GA-1 at 4-5, 15.) In response to Staffs

20 proposed allocation method, however, Granite proposed a three-factor allocation method on rebuttal

21 that included current customer count, projected customer count (five years post-TY), and gross plant

22 in service, assigning a 2.5x weight to each of the customer count factors because of Granite's belief

23 that customer counts should dominate any cost allocation method used. (Ex. GA-1 at 15-16, ex. RL]-

24 RB6.) Granite proposed to use its proposed allocation mediod, set forth below, on a going-forward

25 basis beginning with 2016. (Ex. GA-1 at 16.)

26 .. »

27 .. I

28
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GR ANITE49
Company Customer

Count
% of Total
(2.5x
Weight)

Projected
2018
Customer
Count

% of Total
(2.5x
Weight)

Gross Plant
in Service

% o f To ta l
(lx
We ig h t )

Simplified
Allocation
Factor

Antelope 2 2 $ 116,938
Chino 899 88.14% 899 85.86% 795,909 47.90% 80.5 %
Gra nite 121 11.86% 148 14.14% 865,83 l 52.10% 19.5 %
Tota l 1,020 1,047 $1,661,740

S TAFF50
Company Customer

Count
of%

Total
Net Plant
in Service

of%
Total

Total
Annual
Revenue

of%
Total

Total
Annual
Gallons
Pum pad
(thousands)

of%
Tata I

4-Factor
Average
%

Staff
Adj used 4-
Factor
Average %

Ante lope 2 0.20% $ 62,347 11.34% s 613 0.13% 95 0.13% 2.95% 1.00%
Chino 899 87.96% 173,351 3 1.54% 357,364 75.17% 64,140 85.81% 70. 12% 75.00%
Granite 121 11.84% 313,950 57.12% 117,447 24.70% 10,510 14.06% 26.93% 24.00%
Tota l 1,022 $549,648 $475 ,424 74,745

DOCKET no. W-02467A-14-0230 ET AL.

1

2

3

4

5

6

7 S ta ffs  a lloca tion me thodology, s e t forth be low, took into a ccount cus tome r count, ne t pla nt in

8 s e rvice , a nnua l re ve nue , a nd ga llons  pumpe d. (Ex. GS -9 a t Fin. S che d. TBH GM-20e .) S ta ll" s  fina l

9 a lloc a tion  re c om m e nda tions  re fle c t S ta ffs  a d jus tm e n t to  its  a lloc a tion  m e thod  re s u lts ,  m a de  in

10 re s pons e  to  Gra nite 's  conce rns  tha t S ta ffs  orig ina l re com m e nda tion  would  ove r-a lloca te  cos ts  to

l l G ra n ite  a n d  An te lo p e . (See E x .  G S - 4  a t  3 ,  8 - 9 . ) S ta ff re c o m m e n d e d  th a t  its  a llo c a t io n

12 re com m e nda tions  be  cons ide re d  fixe d ,  re ga rd le s s  o f a ny cha nge s  to  the  le ve ls  o f pos t-TY p la n t

13 ultim a te ly a llowe d by the  Com m is s ion . (Ex.  GS -4 a t 4 .) S ta ff s ta te d  tha t a lloca tion m e thodology

14 should be  addre ssed in the  next ra te  ca se , howeve r, and tha t e ach of the  companie s  should be  prepa red

15 to support the  re a sona ble ne ss  of its  propose d a lloca tion me thodology use d in the  ne xt ra te  ca se . (Id )

16

17

18

19

2 0

21

22 Gra nite  oppos e d S ta ffs  a djus te d four-fa c tor a lloca tion, s ta ting tha t while  S ta ffs  a lloca tions

23 s e e me d re a s ona ble , the y a ctua lly would "le a ve  the  combine d ope ra tions  of Chino a nd Gra nite  wors e

24 off tha n if S ta ff ha d not 'upda te d' its  pos ition" be ca use  a lthough S ta ff" s  ne w a lloca tions  ha d re duce d

25 the  a m ount of e xpe ns e  a lloca te d to Gra nite  ra the r tha n Chino by $l0,634, S ta ffs  fa ilure  to incre a s e

26 Chino's  re ve nue  re quire me nt to re cove r the  a dditiona l e xpe nse  would gua ra nte e  tha t ne ithe r compa ny

27
49

28 50
Ex. GA-1 at ex.RLJ-RB6.
Ex. GS-9 at Fin. Sched. TBH GM-206.
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1

2

3

would recover the expense. (Ex. GA-2 at 2-3.) Mr..Tones stated on rejoinder that although Staff' s

adjusted four-factor allocation recommendations would reduce the amount of expense allocated to

Granite raster than Chino by $l0,634, Staff' s failure to increase Chino's revenue requirement to

4 I recover the additional expense would guarantee that neither company would recover the expense. (Id

5 at 2-3.) Mr. Jones asserted that the recommended cost shift from Chino to Granite would destabilize

6 the revenue of both companies, reduce the three companies' ability to cover their common expenses,

7 and harm the  opera tions of Chino and Granite ; could impair the  three  companies ' abilities  to implement

8 the  ope ra tiona l improvements  des ired by S ta ff and committed to by the  three  companie s , and would

9 discourage  consolida tion by making the  companies  less  a ttractive  for acquis ition by la rger and be tte r

10 capita lized companie s . (See  Ex. GA-2 a t 3-4.)

11 The Commission generally prefers that common costs be allocated on the basis of multiple

12 factors and has recently ordered at least one Class D water utility to use a four-factor allocation method

13 using direct labor hours, direct operating expenses, number of customers, and net plant." In this matter,

14 however, it is  not possible  to quantify direct labor hours , and the  use  of direct opera ting expenses and

15 ne t pla nt, like  Gra nite 's  use  of gros s  pla nt, would re sult in dra ma tic shifting of common cos ts  a nd

16 s ignifica ntly highe r ra te s  for Gra nite  cus tome rs , whose  ra te s  a re  a lre a dy much highe r tha n those  of

17

18

Chino customers and who are outnumbered more than seven-fold by Chino customers. Additionally,

the Commission recognizes that Chino's gross and net plant balances may be misleadingly low due to

19 1 t116 ma nne r in which Chino wa s  a cquire d by its  curre nt owne rs  a nd thus  ma y not truly re fle ct the  va lue

2 0 of Chino 's  p la n t for purpos e s  of a lloca ting  com m on cos ts .  In  a ddition ,  a ny m tdti-fa c tor a lloca tion

2 1 me thod tha t include s  pla nt a s  a  fa ctor is  like ly to re sult in ve ry lumpy Na ture  ra te  incre a se s  for Gra nite

22 a s  its  ra te  ba s e  incre a s e s ." Multi-fa ctor a lloca tion m e thods  a re  a ls o inhe re ntly m ore  com plica te d to

23

24

ca lcula te  a nd thus  ma y not be s t s e rve  the  Commis s ion's  inte re s ts  in ha ving Gra nite  come  into

compliance  with Commiss ion requirements .

25 51

26

27

28

See Decision No. 73730 (February 20, 2013), involving Watco, Inc., an "S" corporation and then a Class D water
utility. Staff also encouraged A. Petersen Water Co., a Watco, Inc. affiliate and Class E water utility, to use the same four
factors in its allocations. (See Decision No. 74385 (March 19, 20l4).) Official notice is taken of these decisions.
52 including plant as an allocation factor means that common cost allocations will increase at the same time as rate base
increases, which effectively multiplies the rate impact upon customers when new plant has been added in a system with a
revenue requirement and rates established based on FVRB. This is particularly problematic for a system like Granite that
has few customers from whom the revenue increase must be collected.
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Activity Ho u rs

Supervision and management of company personnel 1 2
Oversight of company opera tions 6
Provide strategic c e re c tion 6
Re vie w compa ny fina ncia l da ta  including pa ra ble s ,
receivables, revenue and expenses

1 2

Provide  lega l representa tion for Company 8

DOCKET NO. W-02467A-14-0230 ET AL.

l The  Commiss ion is  conce rned tha t adoption of e ithe r of S ta ffs  a lloca tion recommenda tions

2 ma de  during this  ma tte r will re sult in unne ce ssa ry ra te  shock a nd tha t Gra nite 's  propose d a lloca tion

3 method is  ove rly specula tive  in its  use  of future  cus tomer counts  and ove rly outcome-oriented in its

4 use  of weighting. Based upon the  tota lity of unique  facts  and circumstances  exis ting in this  matte r, the

5 Commission should establish the  revenue  requirement in this  matte r using the  following common cost

6 a lloca tions , based upon the  end-of-TY customer counts  for each company:

7

8
9 Additiona lly, Granite  and Chino should begin a lloca ting common cos ts  for each yea r based upon the

10 customer count of each and Ante lope  as  of January 1 of the  year. These  common cost a lloca tions  a re

11 appropria te  in this  ma tte r based upon the  tota lity of the  circumstances  here in and a re  not intended to

12 be  and should not be  inte rpre ted as  crea ting a  new Commission policy on a lloca tion of common costs .

4.

Granite
11.84%

Chino
87.96%

Ante lope
0.20%

13 Mr. Levee 's  Sa la ry

14 Granite  reported Mr. Levin's  actua l TY sa la ry as  $37,700. (Ex. GA-1 a t 13-14.) The  payments

15 for Mr. Levee 's  sa la ry were  made  to Paul D. Levie  P .C. (Ex. GS-3 a t 33.) Mr. Jones  te s tified tha t Mr.

15 Levee  does not mainta in any time sheets  to document the  amount of time he  spends each day working

17 for each of the  Levies ' active  businesses and tha t no time study was conducted to support the  reported

18 sa la ry a mount. (Id. a t 34, 36.) Mr. Le vie 's  s a la ry wa s  e s ta blishe d us ing a n e s tima te d $76,800 full-

19 time  sa la ry and then reducing if by ha lf for an intended sa la ry of $38,400 because  Mr. Levie  works  an

20 e s tima te d 89 hours  pe r month (a pproxima te ly ha lf time ) for Gra nite  a nd Chino. (Ex. GS-3 a t 34-35;

21 CTr. a t 48-52, CS -1 a t a rt. B.) The  a ctua l TY s a la ry of $37,700 wa s  the  re s ult of a n ina dve rte nt

22 ove rs ight. (Ex. CS -1 a t a rt. B.)

23 In a  Chino Data  Response , Mr. Levie 's  monthly duties  for Granite  and Chino were  summarized

24 a s  fo llows :

25

26

27

28
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Review payroll and s ign checks 4

Review and authorize all vendor payments 4
Acquire regulate and oversee company loans and long-

term debts

8

Meetings' with operations management to review
capital program and address operational issues and
ensure proper facilities and equipment are available

20

'Develop and -review company processes and
procedures to ensure regulate compliance

8

Review and advise Company on manuals such as
emnlovee handbook and emergency response manual

1

DOCKET no. W-024677-14-0230 ET AL.

Note : This  s che dule  include s  a ll time  s pe nt working for both Chino
Me a dows  a nd Gra nite  Mounta in. As  dis cus s e d be low, it is  e s tima te d
tha t 80% of the  time  is  a ttributa ble  to  Chino Me a dows  a nd 20% of
the  time  is  a ttributa ble  to Gra nite  Mounta in. 53

The  dutie s  of Gra nite  a nd Chino's  Ope ra tions  Ma na ge r we re  s umma rize d by S ta ff a s  follows :

oversees and runs all daily operations, directs and assists administrative
staff and field techs, manages day to day operation of the company's
facilities and personnel to ensure distribution of safe water to customer,
provides customer services and assures compliance with regulatory
requirements, manages Company's capital projects, and reviews and
authorizes vendor payrnents.5"

S ta ff a djus te d Mr. Le ve e 's  combine d a nnua l s a la ry for Gra nite  a nd Chino to $21 ,266 by

ca lcula ting an hourly ra te  based on an annua l sa la ry of $37,700 and ha lf-time  employment, reducing

Mr. Levie 's  reported 89 hours  worked pe r month by 33 pe rcent (the  amount of time  S ta ff e s tima ted

tha t Mr. Levie  spent out of town), applying the  hourly ra te  to the  remaining 59.63 hours  pe r month to

reach $25,939, and then deducting from that amount $4,673 representing a  sa lary increase  provided to

the  Ope ra tions  Ma na ge r from 2013 to 2014 (bringing the  Ope ra tions  Ma nne r's  2014 s a la ry to

$55,356). (Ex. GS-3 a t 35-36, Sched. TBH GM-20g.) S ta ff rea soned tha t the  downward adjus tment

2 1

2 2

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

wa s  a ppropria te  cons ide ring  Mr. Le vin 's  ope ra tion  of 13  bus ine s s e s  from  the  s a m e  office , la ck of tim e

's he e t docum e nta tion  or tim e  s tudy to  s upport h is  e s tim a te d  hours  worke d , the  re dunda ncy of s om e  of

23 'Mn Le ve e 's  du tie s  with  the  Ope ra tions  Ma na ge r's  du tie s , S ta ff' s  op in ion  tha t s om e  of Mr. Le vin 's  tim e

24

25

26

e s tima te s  s e e me d high, a nd S ta ff' s  de te rmina tion tha t Mr. Le vin s pe nt 33 pe rce nt of monthly bus ine s s

hours  out of town. (Ex. GS -3 a t 35-36, S che d. TBH GM-20g.) S ta ff re comme nde d tha t for Gra nite

a nd Chino to  re cove r Mr. Le vin 's  s a la ry e xpe ns e  in  future  ra te  ca s e s , a  time  s tudy a nd unde rlying

53 Ex. CS-1 at art. B.
Ex. GS-3 at 35, Ex. CS-1 at 35. Staff compiled its summary using the original applications and responses to Data

(Ex. GS-3 at 35, Ex. CS-1 at 35.)

54

I Requests
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DOCKET NO. W-02467A-14-0230 ET AL.

1 detailed time sheets be made available as evidence of the direct labor hours Mr. Levin spends

2 activities related to Granite and Chino. (Ex. GS-3 at 36.) Staff' s position regarding Mr. Levin's salary

3 did not change on surrebuttal. (Ex. GS-4 at 8.)

4 Granite asserted that reducing 33 percent of Mr. Levie's total monthly hours is unnecessary and

5 | duplicative because Mr. Levie's salary of $37,700, based on half-time employment, already reflects a

6 deduction for Mr. Levie's time away from the office. (Ex. GA-1 at 13.) Granite proposed that Mr.

7 Levin's salary be adjusted to $33,027, the amount calculated from deducting the $4,673 increase

8 provided to the Operations Manager in 2014 from Mr. Levin's paid salary of $37,700. (Ill) Granite

9 asserted that a pre-allocation salary of $33,027 is very reasonable for Mr. Levie's services as both chief

10 executive and legal counsel for Granite and Chino. (Id at 13-14.) Granite proposed that $6,440 of that

l l salary (19.5 percent) be allocated to Granite and that the remaining $26,587 (80.5 percent) be allocated

on

23

24

25

26

27

28

12  to  Ch ino . (See id. at 14, ex. RLJ-RB6.)

13  I While  the  discuss ion of this  issue  focused specifica lly on Mr. Levin's  TY activities  and trave ls ,

14 cons ide ra tion mus t a lso be  give n to wha t sa la ry would be  re a sona ble  going forwa rd for the  dutie s

15 pe rforme d by the  Chie f Exe cutive  Office r ("CEO") of Gra nite , Chino, a nd Ante lope , whe the r tha t

16 pos ition is  fille d by Mr. Le vie , by De we y, or by a  third pa rty. In light of this , while  we  will a dopt

17 Staffs  adjustment to deduct the  $4,673 in recognition of the  Operations Manager's  sa lary increase  and

18 ove rlapping dutie s  (a s  accepted by Granite  and Chino), we  will not adopt S ta ffs  additiona l deduction

19 for the  time  Mr. Levin is  be lieved to have  been out of town during the  TY. It cannot be  a ssumed tha t

20 another CEO would travel as frequently, particularly as Granite  and Chino have expressed an intention

21 Ito improve  the ir business  practices  and compliance  with Commission requirements . Thus, a  tota l CEO

22 salary of $33,027 should be adopted, to be allocated as designated above.

5. lgrge ga tion Expe ns e

Granite  proposed deprecia tion expense of $33,720, while  Staff proposed deprecia tion expense

of $32,434. (Ex. GA-5 a t S che d. RLJ -3 S upp., Ex. GS -9 a t Fin. S che d. TBH GM-11, Ex. GA-6.)

Granite  and Staff agreed regarding the  deprecia tion expense  methodology to be  used,55 but reached

as Granite originally had proposed to change the depreciation rates for Plant Accounts 3] 1 (Pumping Equipment) and 341
(Transportation Equipment) but dropped this proposal on rebuttal in an effort to limit disputed issues. (Ex. GA-l at 17.)
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i>CRB/FVRB $539,411
Adjusted TY' Revenue $124,462
Adjusted TY Opera ting Expenses $100,231
Adjusted-Operating Income 324,231
Current Rate of Return 4.49%

Re quire d Ra te  of Re turn 8 .031%

Re quire d Ope ra ting Incom e $43,320
Ope ra ting Incom e  De fic ie ncy $19,087

Gross  Re ve nue  Conve rs ion Fa ctor 1.22788

Re quire d Incre a se  in Gross  Re ve nue  (S ) $23,436
Required Increase 'm Gross Revenue (%) 18.83%

Re ve nue  Re quire me nt $147,898

I I

DOCKETNO. W-02467A-14-0230 ET AL.

1 diffe re nt de pre cia tion e xpe ns e  propos a ls  due  to diffe re nt le ve ls  of pos t-TY pla nt, diffe re nt le ve ls  of

2 CIAC re sulting from S ta ff' s  tre a tme nt of unsupporte d pla nt, a nd S ta ffs  ina dve rte nt inclus ion of $4,680

3 for fully de pre c ia te d pla nt re tire d pos t~TY. (E x .  G A-1  a t  1 6 ,  E x .  G A-6 . )  W e  will u s e  th e  s a m e

4 me thodology a nd will de duct the  $4,680 for fully de pre cia te d pla nt re tire d pos t-TY.

5 6. Ig nite  Ta x Expe l

6 Gra nite  a nd S ta ff orig ina lly d is a gre e d on whe the r corpora te  or individua l incom e  ta x ra te s

7 should be  a pplie d to Gra nite , a s  a n "S " corpora tion, with S ta ff a pplying corpora te  ta x ra te s  a nd Gra nite

8 us ing individua l incom e  ta x ra te s . (S e e Ex.  G A-1  a t 17-18 ,  Ex.  G S -9  a t 8 ,  F in .  S che d .  TBH G M-ll,

9 Ex.  GA-2 a t 9 ,  Ex.  GA-5 a t S che d.  RLJ -3  S upp.) Ultim a te ly,  in  its  s upple m e nta l d ire c t te s tim ony,

10 S ta ff a gre e d tha t individua l income  ta x ra te s  should be  a pplie d a s  a dvoca te d by Gra nite . (Ex. GS -9 a t

l l F in .  S che d.  TBH GM-23; GTr.  a t l58 .)

12 G ra n ite  a n d  S ta ff a ls o  d iffe re d  in  th a t S ta ff d e d u c te d  s yn c h ro n iz e d  in te re s t e xp e n s e  in

13 ca lcula ting income  ta xe s , to a ccount for the  e ffe cts  of the  WIFA loa n obta ine d to fund cons truction of

14 S tora ge  Ta nk No. 3, while  Gra nite  did not. (S e e  Ex. GS -3 a t S che d. TBH GM-23, Ex. GA-l a t S che d.

15 RLJ -3 Re b.) In its  brie f, Gra nite  s ta te d tha t it ha s  no is s ue  with the  inclus ion of s ynchronize d inte re s t

16 in the  income  ta x ca lcula tion. S ta ff' s  income  ta x ca lcula tion me thodology is  re a sona ble  a nd should be

17 a dopte d.

1 8 7 .

19 As  a  re s ult of the  a djus tme nts  a dopte d he re in, the  following a djus te d TY re s ults  a nd re ve nue

2 0 re quire me nt should be  a dopte d:

2 1

22

23

24

25

2 6

2 7

28

Re solutiorg
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Present Company S ta ff
Rates Proposed Recommended

MONTHLY US AGE CHARGE :
All Classes
5/8" x W' Meter $ 25.00 $ 37.80 $ 37.50

m " Me ter 37.50 56.70 56.25
l" Me te r 62.50 94.50 93.75

1 W' Meter 125.00 189.00 187.50
Me te r 200.00 302.40 300.00

3" Me te r 400.00 604.80 600.00
4" Me te r 625.00 945.00 937.50
6" Mete r 1,250.00 1,890.00 1,875.00

|Hydra nt Me te r Individua lly Ass t e d) By Mete r S ize By Meter S ize N T
4
»Standpipe (Not Individually Assi ed) No n e None N T

COMMODITY RATES. ¢r 1,000 G.all0ns)

5/8" x 3/4" Meter (All Classes
First 4,000 Gallons $ 4.40
4,001 to 10,000 Ga llons 6.60
Over 10,000 Gallons 7.90

First 3,000 Gallons $ 6.65
3,001 to 10,000 Gallons 9.95
Over 10,000 Gallons 11.90

5/8" x 3/4" Me te r Re s ide ntia l
First 3,000 Gallons $ 6.75
3,001 to 8,000 Gallons 10.25
Over 8,000 Gallons 12.00

5/8" x 3/4" Meter Commercial)
First 8,000 Gallons $ 10.25
Over 8,000 Gallons 12.00

3/4" Meter All Classes)
First 4,000 Gallons $ 4.40
4,001 to 10,000 Gallons 6.60
Over 10,000 Gallons 7.90

First 3,000 Gallons $ 6.65

DOCKET NO. W~02467A-14-02.30 ET AL.

1 This revenue requirement results in a cash flow before debt service reserve of $62,730 and a cash flow

2 after debt service reserve of $60,063.

3

4 Granite's current and proposed rates and Staff' s recommended rates56 are as follows:

5

6

7

8

9

10

11

12

13

14 .

15

16

17

18

19

20

21

22

23

24

25

26

27

56 Decision No. 71869 (September 1, 2010), Ex. GA-5 at Sched. RL]-4 Supp., Ex. GS-9 at Fin. Sched. TBH GM-26, Fin.
28 Sched. TBH GM-27.

D. Rate Design
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3,001 to 1-0,000 Gallons 9.95

Over 10,000 Gallons 11.90

3/4" Meter Res@entia1
s 6.75

3,001 to 8,560 Gallons 10.25

Over S U Gallons 12.00

3/4"-Meter (Commercia l
First s,000 Gallons $ 10.25

Over 8,000 Gallons 12.00

12, Meter (All Classes
i-Tirst 10,000 Gallons $ 6.60 s 10.25

(Iver 10,000 Gallons 7.90 12.00

First 15,000 Gallons s 9.95

over 15,000 Gallons 11.90

i up" Me te r (Au Cla sse s
First 20,000 Gallons $ 6.60 $ 10.25

Over 20,000 Gallons 7.90 12.00

I8irst 30,000 Gallons S 9.95

over 30,000 Gallons 11.90

2" Meter (Al Classes)
Firs t 40,0.00 Gallons $ 6.60 s 10.25

Over 40,600 Gallons 7.90 12.00

First 50,000 Gallons $ 9.95

Over 50,000 Gallons 11.90

3" Mete r (All Classes
15irst 144,000 Gallons $ 6.60 $ 10.25

(vet 144,000 Gallons 7.90 12.00

First 100,000 Gallons s 9.95

over 100,000 Gallons 11.90

- 4" Me te r All Cla sse s )
Firs t 225,000 ga llons $ 6.60 $ 10.25

Over 225,000 Gallons 7.90 12.00

First 150,000 Gallons $ 9.95

Over 150,000 Gallons 11.90

6" Mete r (Au Classes)
First 450,000 6au0n5 s 6.60 S 10.25

Over 450,000 Gallons 7.90 12.00

DO CKE T NO .  W -02467A-14-0230  E T AL.

I

I

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22 I

23

24

25

26
I

27

28

I
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Firs t 300,000 Ga llons S 9.95
Over 300,000 Gallons 11.90

Hydrant Water
All Us a ge , P e r 1,000 Ga llons NT S 11.90 $ 12.00

» »S ta n d  i e wa n ;
l(Not Individua lly Asst ed)

All Usage, Per 1,000 Gallons $ 7.90 $ 11.90 $ 12.00

S E R VIC E  C HAR G E S :

Establishment $ 25.00 $ 25.00 $ 25.00
Establishment (After Hours) 35.00 N T N T
After Hours Charge (Flat Rate)° NT 25.00 25.00
Reconnection (Delinquent 35.00 35.00 35.90
Reconnection (Delinquent) (After Hours) 45.00 N T NT
Meter Test (If Correct) 35.00 35.00 35.00
De p os it * * *

Deposit Interest (Per Year) * * *

Reestablishment (Within 12 Months) x * * * * *

NS F Che ck $ 20.00 S 20.00 $ 20.00
Deferred Payment (Per Month) 1.00% 1.50% 1.50%
Meter Reread (If Correct) s 15.00 s 15.00 $ 15.00
Late Payment Penal (P e r Month) *** *** ***

Moving Customer Meter at Customer
Request

NT At Cos t At Cost

Monthly Service  Charge  for Fire  Sprinkler:
All Sizes NT NT NT

DO C KE T n o .  W -0 2 4 6 7 A-1 4 -0 2 3 0  E T AL.

1

2

3

4

5

6

7

8

9

1 0

11

1 2

13

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2  |

2 3

2 4

2 5

2 6

2 7

2 8

At Cus tome r Re que s t
P e r A.A.C. R-14-2-403(B)
Months  off s ys te m time s  Monthly Us a ge  Cha rge , pe r A.A.C. R14-2-403(D)
1.50 pe rce nt of the  unpa id ba la nce  pe r month
2% of Monthly Us a ge  Cha rge  for a  Com pa ra bly S ize d Me te r Conne ction, but no le s s
tha n $10.00 pe r m onth. The  S e rvice  Cha rge  for F ire  S prinkle rs  is  only a pplica ble  for
se rvice  line s  se pa ra te  a nd dis tinct for the  prima ry wa te r se rvice  line .

N T Not ta riffe d
All ite ms  bille d a t cos t sha ll include  la bor, ma te ria ls , pa rts , ove rhe a ds , a nd a ll a pplica ble  ta xe s .

In  a d d it io n  to  th e  c o lle c t io n  o f re g u la r  ra te s ,  th e  u t ility will c o lle c t  fro m  its  c u s to m e rs  a
proportiona te  sha re  of a ny privile ge , s a le s , use , a nd fra nchise  ta x, pe r A.A.C. R14-2-409(D)(5).

a

*

* *

***

****
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SERVICE LINE . 7 METER INSTALLATION CHARGES:
(Refundable pursuant to A.A.C. Rl4-2-405)

Present Granite Proposed & Staff Recommended

Tota l Service  Ling Meter Tota l

5l8" x %" Mete r s 500.00 $ 450.00 $ 150.00 $ 600.00

W; Meter 575.00 450.00 250.00 700.00

F Meter 650.00 575.00 300.00 875.00

l Me te rIZ" 716.00 675.00 500.00 1,175.00

2" Me te r 1,572.00 1 ,000.00 1,500.00 2,500.00

3" Me te r 2,400.00 1,300.00 2,000.00 3,300.00

4" Mete r 3,516.00 1,800.00 3,500.00 5,300.00

6" Mete r 6,916.00 2,800.00 6,000.00 8,800.00

over 6" NT Actua l Cost Actual Cost Actua l Cost

DOCKET no. W-02467A-14-0230 ET AL.

1

2

3

4

5

6 I

7

8

9 Granite's current rates produce 46.8 percent of revenues through base charges, 11.7 percent of

10 revenues through tier 1, 23.1 percent of revenue through tier 2, and 18.35 percent of revenue through

11 l tier 3. (Ex. GA-5 at Sched. RL]-4 Supp.) According to Granite, Staff"s rate design would decrease the

12 percentage of revenue collected through monthly minimum charges from 46.8 percent to 46.2 percent

13 and would increase the amount of revenue collected through the third-tier commodity rate from 18.3

14 percent to 20.2 percent. (Ex. GA-1 at 18-19, Ex. GA-5 at Sched. RL]-4 Supp., GTr. at 149-50.) Granite

15 I asserted that the shifting of revenue collection caused by Staff' s proposed rate design is inappropriate

16 because it would exacerbate expected declining sales and cause Granite to collect less than its

17 authorized revenue. (Ex. GA-1 at 18-19.) Granite's proposed rates would produce 46.5 percent of

18 revenues through base charges, 9.4 percent of revenues through tier 1, 28.0 percent of revenue through

19 tier 2, and 16.1 percent of revenues through tier 3. (Ex. GA-5 at Sched. RLJ-4 Supp.) Granite asserted

20 that its proposed rate design would improve revenue stabilization by retaining the revenue percentage

21 produced by base charges and reducing the percentage of revenues collected from the third-tier

22 commodity rate. (Ex. GA-2 at 9, Ex. GA-l at 18.) Granite amended its originally proposed rate design

23 to use the tier break-over points recommended by Staff on direct for all meter sizes, except without

24 separate commodity rates for small commercial meter sizes. (Ex. GA-1 at 18.) Granite's concerns

25 regarding Staff" s recommended rate design were not alleviated by Staffs subsequent testimony. (Ex.

26 GA-2 at 9-10, Ex. GA-6, C<>JtBr. at 11-12.1

2 7 » 1 .

28
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Granite 's  Proposed Curre nt Ra te  s Proposed Rates $ Diffe rence % Diffe rence

Average Usage (6,411 Gallons) $58.51 $91.69 $33.18 56.71%
Median Usage (3,684 Gallons) $41.21 $64.56 $23.35 56.66%

Staff' s Recommended Current Rates P ro p o s e d  Ra te s $ Diffe rence % Diffe re nce

Average Usage (6,411 Gallons) $58.51 $92.71 $34.20 58.45%
Median Usage  (3,684 Gallons) $41.21 $64.76 $23.55 57.15%

DOCKET no. W-02467A-14-0230 ET AL.

1 Granite's proposed rates would result in the following monthly bills and bill changes for a

2 residential customer served by a 5/8" x 3/4" meter with average or median usage:57

3

4

5

6 Staff"s final recommended rate design would increase the monthly minimum charges for all

7 meter sizes, lower the first- and second-tier commodity rate break-over points for residential 5/8" x

8 3/4" and 3/4" meter sizes, adopt a two-tiered commodity rate structure for 5/8" x 3/4" and 3/4"

9 commercial meter sizes, and increase commodity rates for all tiers, with the largest percentage increase

10 to the second-tier commodity rate for residential 5/8" x 3/4" and 3/4" meter sizes, which is the same as

l l the first-tier commodity rate for commercial 5/8" x 3/4" and 3/4" meter sizes and for all larger meter

12 sizes. (Ex. GS-3 at 54, Ex. GS-9 at 8, Fin. Sched. TBH GM-26.) Staff found all of Granite's proposed

13 service charges, including the new After Hour Service Charge, to be consistent with the customary

14 charges assessed by similarly sized companies and recommended their approval. (Ex. GS-3 at 55.)

15 Staffs recommended rates would result in the following monthly bills and bill changes for a

16 residential customer served by a 5/8" x 3/4" meter with average or median usage:58

17 I

18 '

19

20 Granite and Staff have both proposed rate designs that are intended to ensure revenue stability

21 by collecting approximately 46 percent of revenues through base charges and by collecting the bulk of

22 commodity rate revenues for residential customers through the first and second tiers. Staff' s rate design

23 would also increase the percentage of total revenues collected through the residential third-tier rate

24 from 18.3 to 20.2 percent. Implementation of this type of shift in revenue collection through rate design

25 I is often appropriate for a system with customers using excessive amounts of water, to encourage those

26 customers to conserve. Reference to Decision No. 71869 shows that Granite's customers have

27

28 3; Ex. GA-5 a t Sched. RL]-4 Supp.
Ex. GS-9 a t Fin. Sched. TBH GM-26, Fin. Sched. TBH GM-27.
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0 LY I8SAGE CHARGE:
. ll Classes
SIS" x W' Meter s 29.50

W' Meter 44.25

lj, Meter 73.75

I Meter 147.50

2" Me te r 236.00

3" Meter 472.00

4" Me te r 737.50

6" Me te r 1,475.00
Hydrant Meter Individually Assigned) By Meter Size

l
Oc ' MODITY rATES Er 1.000 Gallonsl

578" x 3/4" Meter mu Class_es)
First 3,000 Gallons $ 5.30

3,001 to 10,0003allons 7.95

E)ver 10,000 Gallons 9.54

3/4" Meter All Classes.
First 3,000 Gallons $ 5.30

3.001 to 10,600 Gallons 7.95

Over 10,006Ga110ns 9.54

lllllll I

DOCKET No. W-02467A-14-0230 ET AL.

1 conserved under its current rate design, with median usage dropping from 5,429 gallons to 3,684

2 \ gallons and average usage dropping from 9,300 gallons to 6,411 gallons. (See Decision No. 71869 at

3 122.) Additionally, Granite's commodity charges, already relatively high, will increase as a result of

4 this rate case, malting it likely that Granite's customers will conserve without the additional incentive

5 'presented by a rate design that would increase revenue generation through the third-tier. Further, there

6 lrnay be validity to Granite's claims that attempting to collect an increased percentage of revenues

7 through thi rd-t ier commodity rates wi l l  instead resul t  in Grani te's fai lure to meet i ts revenue

8 l requirernent. Thus, we will adopt the rates and charges set forth below, which are designed to generate

9 the revenue requirement established through the adjustments made herein, to maintain generation of

10 1 approximately 46 percent of revenues through monthly minimum charges, to generate a lower level of

l l revenues through the third-tier rate than recommended by Staff, to keep Granite's rate design simple

12 I by maintaining the same rate design for all classes of customer rather than establishing new commercial

13 customer rates, and to adopt the service charges and service line and meter installation charges agreed

14 1 upon by Granite and staff.

15

16

17

18

19

20

21

22

23

24

25
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1" Me te r Ali Cla s s es

First 15,000 Gallons $ 7.95
Over 15,000 Gallons 9.54

1 1/2" Me te r (All Cla s s e s

First 30,000 Gallons $ 7.95
Over 30,000 Gallons 9.54

Me te r (All Cla s s e s
First 50,000 Gallons s 7.95
Over 50,000 Gallons 9.54

3" Meter All Classes

First 100,000 Gallons $ 7.95
Over 100,000 Gallons 9.54

4" Meter (All Classes)

First 150,000 Gallons $ 7.95
Over 150,000 Gallons 9.54

6" Me te r (All Cla s s e s
First 300,000 Gallons S 7.95
Over 300,000 Gallons 9.54

Hvd ra n t Wa te r
All Usage, Per 1,000 Gallons $ 9.54

I 1Stance i e ater

u(Not Individua lly Ass i e d)
All Usage, Per 1,000 Gallons $ 9.54

S ERVICE CHARGES :

Establishment $ 25.00
After Hours Charge  (At Customer Request (Fla t Rate 25.00

IReconnection (Delin went) 35.00
Meter Test (If Correct) 35.00
Deposit *

Deposit Interest (Per Year) *

Reestablishment (Within 12 Months #*

NSF Check s 20.60
Deferred Payment (Per Month) 1.50%
Me te r Re re a d (If Corre ct) s 15.00
Late Payment Penal (P e r Month) ***

Moving Customer Meter at Customer Request At Cost

DOCKET no. W-02467A-14-0230 ET AL.

1

2

3

4

5

6 I

7

8

9

10

11

12

13

14

15 _I

16

17

18

19

20

21

22

23

24

25

26

27

28

*

* *

***

P e r A.A.C. R-14-2-403(B)
Months  off s ys te m  tim e s  Monthly Us a ge  Cha rge , pe r A.A.C. R14-2-403(D)
1.50 pe rce nt of the  unpa id ba la nce  pe r month
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QE CE LINE 8 METER INSTALLATION CHARGES:
(Refundable pursuant to A.A.C. R14-2-405)

Service  Line Meter Tota l

5/8" x W' Meter s 450.00 $ 150.00 $ 600.00

Meter 450.00 250.00 700.00

l" Me te r 575.00 300.00 875.00

1 %"-M€t€I' 675.00 500.00 1,175.00

2" -]\7[€te[' 1,000.00 1,500.00 2,500.00

3"/[eter 1,300.00 2,000.00 3,300.00

-4,; Meter 1,800.00 3,500.00 5,300.00

Meter 2,800.00 6,000.00 8,800.00

Over 6"- Actual Cost Actual Cost Actual Cost

Current Rates New Rates $ Diffe rence % Diffe re nce

Average Usage (6,411 Gallons) $58.51 $72.52 $14.01 23.94%

Median Usage  (3,684 Gallons) $41.21 $50.84 $9.63 23.37%

DOCKET NO. W-02467A-14-0230 ET AL.

All items billed a t cost sha ll include  labor, materia ls , parts , overheads, and a ll applicable  taxes .

In addition to the  collection of regula r ra te s , the  utility will collect from its  cus tomers  a
proportiona te  share  of any privilege , sa les , use , and franchise  tax, per A.A.C. R14-2-409(D)(5).

I

Ratemaking-Chino

Summary

Gra nite , a s  re quire d by De cis ion No.

1

2

3

4 I

5

6

7

8

9

10 The new rates and charges to be adopted herein for Granite will result in the following monthly

11 bills and bill changes for a residential customer served by a 5/8" x 3/4" meter with average or median

12 usage:

13 ]

14

15 V_

16 A_

17 I Chino filed its rate application, using the same TY as

18 72896. (CApe. at 3.) Chino's application, as amended, reported total TY operating revenues of

19 $358,364 and an OCRB/FVRB59 of $17l,398, and requested an increase in revenues of $139,014 or

20 38.79 percent. (CApe. at 6, Ex. CS-1 at 5.) Because of its low OCRB/FVRB, Chino proposed that the

21 | Commission establish its rates and charges using an operating margin of l5 percent rather than a typical

rate of return on rate base. (CApp. at 4, Ex. CS-1 at 5.) Chino reported that it had 899 customers at

23 the end of the TY, all served by 5/8" x 3/4" meters. (CApp. at 6, 18.)

24 According to Mr. Jones, Chino accepted most of Staffs proposed adjustments so as to limit

25 issues and demonstrate Chino's "commitment to improving its operations and meeting Staff" s

26 'expectations concerning record keeping and cost accounting." (Ex. CA-1 at 4.)

27

28 59 In its application, ohm w 'red the right to have its FVRB determined using Reconstruction Cost New. (cAp. at 6.)

22

I
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Chin()
Proposed

Staff Primary
Recommended

Staff Alternate
Recommended

OCRB/FVRB $168,668 $161,528 $161,528
Adjusted TY Revenue $357,985 $357,985 $357,985
Ad'usted TY Opera ting Expenses $329,791 $310,069 $310,069
Adjusted Opera ting Income $28,195 $47,916 $41916
Cu1Tent Rate of Return 16.72% 29.66% 29.66%
Required Rate of Return N/A 29.66% 10.00%
Adjus ted TY Ope ra ting Margin 7.88% N/A N/A
Required Opera ting Margin 15.00% N/A N/A
Required Opera ting income $60,390 $47,916 $16,153
Opera ting Income Deficiency $32,196 so ($31 ,764
Gross Revenue Conversion Factor 1 .3858 1.3196 1.3196
Increase  in Gross Revenue ($) $44,618 $0 ($41,914)
Increase  in Gross Revenue (%) 12.46% 0.00% -11.71%
Proposed Annual Revenue 3402,603 $357,985 $316,072

DOCKET NO. W-02467A-14-0230 ET AL.

1

2

3

4

As of the  hearing in this  matter, Chino proposed and Staff recommended the  following:60

B. Rate Base

5

6

7

8

9

1 0

11

1 2

13 The small difference between Chino's  and Staff' s  proposed OCRB/FVRB figures is  a ttributable

14 to Chino's  disagreement with S ta ff"s  adjustment to CIAC for unsupported plant and Sta ff's  method for

15 ca lcula ting a mortiza tion of CIAC, with diffe re nce s  in the  pa rtie s ' ca sh working ca pita l a mounts  a lso

16 flowing from diffe rences  in the ir proposed ope ra ting expense  figures .

17 1 . Unsupported Plant

18 Like  Granite , Chino was  unable  to produce  invoices  to support a  portion of its  plant in se rvice

19 I($42,759), due  to the  De ce mbe r 2011 fire  tha t de s troye d the  office s  sha re d by the  Le vie s ' va rious

20 I bus iness  organiza tions . (See  Ex. CA-1 a t 7.) As  with Granite , and for the  same  expressed reasons ,

21 Sta ff recommended tha t 10 pe rcent of the  $42,759, or $4,276, be  trea ted a s  CIAC. (Ex. CS-2 a t 5.)

22 Chino objected to this  trea tment, a sse rting tha t the  plant was  supported by accounting records , tha t

23 the re  was  no dispute  tha t the  amount repre sents  plant in se rvice , and tha t Chino had tried but been

24 I unable  to obta in duplica te  support for the  plant because  vendors  had gone  out of business  or purged

25 the ir re cords . (Ex. CA-1 a t 7.) The  evidence  a s  to Chino's  e fforts  to obta in replacement records  and

26 Staff"s detennination that the plant exists and that the asserted plant costs are  reasonable is the same as

27

28
60 Ex. CA-1 a t Sched. RL]-l Rab., Sched. RLI-2 Rab., Sched. Ru-3 Rab., EX. CS-2 a t Sure. Sched. TBH cm-1A, SUIT.
Sched. TBH CM-IB, Sure. Sched. TBH cm-13A, Sun. Sched. TBH CM-1313.
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DOCKET no. W-02467A-14-0230 ET AL.

Aggqrtiza tion of CIAQ

Reso1utio_n

1 for Granite.

2 Thus, for the reasons discussed for Granite, it is just and reasonable to include the entire $42,759

3 in rate base by reversing Staffs adjustment. It is also just and reasonable to advise Chino that it is

4 expected in the future to ensure that its records are stored in a manner that substantially mitigates the

5 risk of future loss of records through destruction by an act of God or otherwise.61

6 2.

7 Chino and Staff agreed that it was appropriate to include CIAC of $6,130 for computers and

8 software purchased with insurance proceeds, but disagreed regarding amortization of the CIAC, with

9 Staff and Chino taking the same positions as for Granite, which resulted in Staff" s using a 20.00 percent

10 depreciation rate for computers and software. (Ex. CA-l at 8, Ex. CS-2 at Sure. Sched. TBH CM-6.)

l l For the same reasons discussed for Granite, Chino's method of CIAC amortization should be adopted.

12 3. Cash Working Capital

13 Chino and Staff agreed regarding the methodology to calculate cash working capital, but

14 reached different outcomes based upon their different recommended operating expenses. (See Ex. CA-

15 l at 9.) The method used by Chino and Staff should be adopted.

16 4,

17 The adjustments adopted herein result in an OCRB of $170,038, which should be adopted as

18 Chino's FVRB for purposes of this matter.

l9

20 l . Method gr Establishing

21 Chino and Staff disagreed concerning the manner in which Chino' s revenue requirement should

22 be determined, with Staff recommending that the revenue requirement be established using the

23 traditional rate of return on rate base and Chino proposing that its revenue requirement be established

24 based on a 15-percent operating margin because of its low rate base. (Ex. CS-2 at 2-3, Ex. CA-2 at 3-

25 4, Ex. CA-1 at Sched. RLJ-l Reb.) Chino asserted that its rate base is low due to authorized

26 depreciation rates that clearly exceed the actual physical depreciation of its plant and because of the

27 .

61 For example, Chino could scan and save its invoices in electronic tiles and ensure that the electronic files are backed
28 up off site.

C. Revenue Requirement
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1 discounted price  a t which Mr. Levie  acquired Chino thorough bankruptcy and had to record plant on

3 that its  ra te  base  can only be  increased through additional capita l investment in plant. (Ex. CA-1 a t 12,

4  C Tr.  a t 6 5 -6 6 . ) Chino a gre e d tha t ca pita l improve me nts  would a ls o a ddre s s  the  ope ra tiona l

5 ine fficie ncie s  a s s ocia te d with its  olde r pipe line s  a nd fa cilitie s , for which re pla ce me nt ne e ds  to

6 1 comme nce  s oon. (CTI. a t 65-66.) Mr. J one s  a ls o a cknowle dge d tha t Chino ha s  be e n colle cting ca s h

7 flow through deprecia tion expense  on its  plant over the  years . (CTr. a t 67.)

8 S ta ff offe re d  two s e pa ra te  re comme nde d re ve nue  re quire me nts , with  S ta ffs  prima ry

9 recommenda tion be ing tha t Chino's  revenue  requirement be  found equa l to its  adj used TY revenues ,

10 $357,985, which S ta ff de te rmine d to re fle ct a  29.66 pe rce nt ra te  of re turn, a nd S ta ffs  a lte rna te

l l recormnendation be ing tha t Chino's  revenue  requirement be  ca lcula ted based on a  10 percent ra te  of

12 re turn, resulting in an a lternate  recommended revenue requirement of $3 l6,072 (a  decrease  of $41,914

13 from the  TY). (Ex. CS-2 a t 2-3, Sue r. Sched. TBH cm-1A, SHIT. Sched. TBH CM-lB.) S ta ffs  primary

14 re comme nda tion would re sult in no cha nge  to ra te s  for re s ide ntia l cus tome rs , a nd S ta ffs  a lte rna te

15 re comme nda tion would re sult in a  ra te  de cre a se  for re s ide ntia l cus tome rs . (Ex. CS-2 a t 2-3, Sure .

16 S che d. TBH CM-24A, S ue r. S che d. TBH CM-24B.)

17 Chino asserted that a  15-percent operating margin is  necessary to ensure  a  suilicient cash flow

18 to mee t its  opera ting needs , a ttract future  inves tment, and be  able  to replace  plant a s  it ages . (CTr. a t

19 17-18.) S ta ffs  ca sh flow a na lys is  showe d tha t for the  S ta ff-a djus te d TY, Chino ha d ca sh flow from

20 opera tions  of $65,964, which would s tay the  same  with S ta .ft's  primary recommenda tion and would

21 decrease  to $34,201 with Sta ffs  a lte rna te  recommendation. (Ex. CS-2 a t Suer. Sched. TBH CM-23.)

22 Chino's  ra te  base  is  low for a  wa te r utility of its  s ize . Because  of this , e s tablishing a  revenue

23 re quire me nt ba se d sole ly on a  typica l curre nt ra te  of re turn (such a s  the  8.031 pe rce nt a dopte d for

24 Granite ) would re sult in a  loss  of revenue  for Chino. We  a re  conce rned tha t a  loss  of revenue  could

25 ha mpe r Chino's  a bility to ma inta in its  s ys te m in good ope ra ting condition a s  its  pla nt ine vita bly

26 continue s  to a ge . We  a re  a lso conce rne d tha t Chino's  owne rs  ma y be  re lucta nt to inve s t a dditiona l

27 ca pita l into Chino's  pla nt, the re by incre a s ing ra te  ba se , if its  owne rs  do not a nticipa te  re ce iving a ny

28 re turn on the ir inves tment. Thus , while  we  have  conside red adopting a  typica l ra te  of re turn for Chino,
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1 as adopted for Granite  and as recommended by Staff; we believe that it is more just and reasonable and

2 in the  public inte res t to adopt a  revenue  requirement for Chino tha t will be tte r enable  Chino to devote

3 additional resources to its  plant maintenance and replacement while  a lso encouraging additional capita l

4 investment. Under the  unique  circumstances in this  case , it is  appropria te  to de termine  Chino's  revenue

5 requirement by applying a  10-pe rcent ope ra ting margin to the  adjus ted TY revenue  adopted he re in.

6 'This  will re sult in ca sh flow approxima te ly equiva lent to 16 pe rcent of Chino's  adjus ted TY revenue ,

7 which should a llow Chino to meet its  opera ting needs, a ttract future  investment, and be  able  to increase

8 its  ra te  base  by replacing plant a s  it ages .

9 2. Alloca tion of Qgmmon Cos ts

10 Chino a nd S ta ff pre s e nte d s ubs ta ntia lly the  s a me  e vide nce  a nd took the  s a me  pos itions

l l rega rding a lloca tion ofcommon costs as described for Granite . (See Ex. CA-l a t 10-13, e x. RLJ-RB3,

12 Ex. CS~2 a t 8, Sure . Sched. TBH CM-19a , Sure . Sched. TBH CM-l9e .) For the  reasons  described in

13 the discussion concerning Granite , an 87.96 percent a llocation of common costs should be adopted for

14 Chino, a nd Gra nite  a nd Chino should be gin a lloca ting common cos ts  for e a ch ye a r ba se d upon the

15 customer count of each and Ante lope  as of January l of the  year.

16 3. Mr. Le vie 's  S a la ry

17 Chino a nd S ta ff pre s e nte d s ubs ta ntia lly the  s a me  e vide nce  a nd took the  s a me  pos itions

18 re ga rding S ta ffs  a djus tme nt to Mr. Le vie 's  s a la ry a s  de scribe d for Gra nite . (See Ex. CA-l a t 6 , 10,

19 ex. RLJ-RB3, Ex. CS-2 a t 8, Suer. Sched. TBH CM-19g.) For the  reasons  described in the  discuss ion

20 conce rning Granite , a  tota l CEO sa la ry of $33,027 should be  adopted and a lloca ted 87.96 pe rcent to

21 Chino for purposes of establishing ra tes here in.

22 4.

23 I

24 deprecia tion expense  due  to the  diffe rent leve ls  of CIAC being amortized as  a  result of Staffs  proposed

25 CIAC tre a tme nt of 10 pe rce nt of Chino's  unsupporte d pla nt. (Ex. CA-l a t 13.) Like  Gra nite , Chino

26 origina lly proposed tha t the  deprecia tion ra te s  for P lant Accounts  3 ll and 341 be  modified, a s  Chino

27 cons ide red them to be  excess ive , but subsequently dropped the  proposa l in an e ffort to limit disputed

28 issues. (Ex. CA-1 a t 13-14.) The  agreed upon deprecia tion expense  methodology should be  adopted.

Deprecia tion Expert

Chino a nd S ta ff a gre e d re ga rding de pre cia tion e xpe ns e  me thodology, but diffe re d on
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OCRB/FVRB $170,038

Adjusted TY Revenue $357,985
Adjusted TY Operating Expenses $343,853

Adjusted Operating Income $14,132
Current Rate  of Return 8.31%
Required Rate  of Return 22.905%

IRe  a ired Ope ra ting Income $38,946
Opera ting Income  Deficiency $24,814
Gross Revenue Conversion Factor 1.26857
Required Increase in Gross Revenue $ $31,479
Re quire d Incre a s e  in Gros s  Re ve nue  % 8.79%
Revenue Requirement $389,464

Present Company Staff Prima Staff Alternate
Rates Proposed Recommended Recommended

MONTHLY US AGE CHARGE:
All Classes
5/8" x %" Meter $ 17.75 $ 19.00 $ 17.75 s 13.75

" Meter 26.63 28.50 26.63 20.63
l" Me te r 44.38 47.50 44.38 34.38

1 W' Meter 88.75 95.00 88.75 68.75
2" Me te r 142.00 152.00 142.00 110.00
3" Me te r 266.25 304.00 266.25 220.00
4" Me te r 443.75 475.00 443.75 343.75
6" Me te r 887.50 950.00 887.50 687.50

Hydrant Mete r NT By Meter Size NT NT

COMMODITY RATES  (P e r 1.000 Ga llo n s )
All Meters and Classes
First 3,000 Gallons $ 2.40
3,001 to 8,000 Gallons 3.20
Over 8,000 Gallons 4.20

DOCKET no. W-02467A-14-0230 ET AL.

1

2

3

4

5. Re solution

As a  result of the  adjus tments  adopted here in, the  following adjus ted TY results  and revenue

requirement should be  adopted for Chino:

5

6

7

8

9

10

11

12 This revenue requirement results  in a  cash flow of $58,039.62

13

14 Chino 's  curre n t a nd  propos e d  ra te s  a nd  S ta ffs  p rima ry re comme nde d a nd  a lte rna te

15 recommended ra tes63 are  as  follows:

16

17

18

19

20

2 1

22

D. Rate Design

23

24

25

2 6

27

2 8

62 Chino has no authorized long-term debt.
63 Decision No. 72896 (February 21, 2012), Ex. CA-1 at Sched. RL]-4 Reb., Ex. CS-1 at Sched. TBH CM-24A, Sched.
TBH CM-24B.
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5/8"  x 3/4" Me te r (All Cla s s e s

First 3,60-0 Gallons 2.85s $ 2.40 s 2.00

3,001 to 8900 Gallons 3.85 3.20 3.00

Over 8,056 Gallons 5.10 4.20 4.00

3/4'Tv1¢ter A11 Classes)
1=irsE,000 Gallons $ 2.85

3,®1 to 8,000 Gallons 3.85

over 8,000 Gallons 5.10

3/4" Meter Residential)

-First 3,000 Gallons s 2.40 s 2.00

3,001 to 8,000 Ga llons 3.20 3.00

Over 8,000 Gallons 4.20 4.00

3 /4 " Me te r Co m m e rc ia l)

Firs t 8 ,000 Ga llons s 3.20 S 3.00

Over 8,000 Gallons 4.20 4.00

1" Me te r (All Cla s s e s )
Firs t 15,000 Ga llons $ 3.85

Ove r 15,000 Ga llons 5.10

Firs t 10,000 Ga llons S 3.20 s 3.00

Over 10,060 Gallons 4.20 4.00

1  I/2 " Me te r (All Cla s s e s

Firs t 30,000 Ga llons s 3.85

Over 30,000 Gallons 5.10

Frst 20,000 Gallons $ 3.20 $ 3.00

over 20,000 Gallons 4.20 4.00

2" Meter (All Classes)

First 50,000 Gallons $ 3.85

-Over 50,000 Gallons 5 .10

Firs t 40,000 Ga llons S 3.20 $ 3.00
Over 40,000 Gallons 4.20 4.00

Firs t 100,000 Ga llons $ 3.85 s 3.20 s 3.00

Over 100,000 Gallons 5.10 4.20 4.00

4 " Me te r  AI] C la s s y)

First 156,000 Gallons S 3.85

Over 155000 Gallons 5 .10

First 186,000 Gallons $ 3.20

Over 1801100 Gallons 4.20

$ 3.00

4.00

I
DOCKET NO.  W-02467A-14-0230 ET AL.

1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16
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19
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2 1

22

23
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25

26
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6" Meter (All Classes)
First 300,000 Gallons S 3.85 $ 3.20 $ 3.00
Over 300,000 Gallons 5.10 4.20 4.00

I-Ivdrant Meter
or Individually Assigned)

All Usage, Per 1,000 Gallons N T $ 5.10 $ 4.20 58 4.00

SERVICE CHARGES:

Establishment $ 25.00 $ 25.00 $ 25.00 $ 25.00
After Hours Charge (Fla t Rate) 25.00 25.09 25,00 25.00
Reconnection Delinquent 30.00 30.00 30.00 30.00
Meter Test (If Correct) 20.00 25.00 25.00 25.00
Deposit * * * *

Deposit Interest (Per Year) * * * *

Reestablishment (Within 12
Months )

* * * * * * * *

NSF Check s 20.00 $ 20.00 $ 20.00 $ 20.00
Deferred Payment (Per Month) 1.50% 1.50% JI .50 '/ 1.50%
Mete r Re read If Correct) s 15.00 $ 15.00 s 15.00 $ 15.00
Late Payment Penal (P e r Month) 1.50% 1.50% I .50% 1.50%
Moving Customer Meter at
Customer Request

N T At Cos t At Cost At Cost

Monthly Service  Charge  for Fire  Sprinkler:
A11 Sizes *** N T *4=* ***

S ERVICE LINE & METER INS TALLATIO N CHARG ES :
(Refundable pursuant to A.A.C. R14-2-405)

P res ent Chino Proposed & Staff Recommended
Tota l S e rvice  Line Me te r Tota l

5/8" x w' Meter $ 501 $ 450 s 150 $ 600
W Meter 575 450 250 700
179 Mete r 650 575 300 875

1 %"Me te r 716 675 500 1,175
2" Me te r 1,572 1,000 1,500 2,500
3" Meter 2,400 1300 2,000 3,300

DOCKET no. W-02467A-14-0230 ET AL.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

P e r A.A.C. R-14-2-403(B)
Months  off s ys te m time s  Monthly Us a ge  Cha rge , pe r A.A.C. R14-2-403 (D)
2% of Monthly Us a ge  Cha rge  for a  Com pa ra bly S ize d Me te r Conne ction, but no le s s
tha n $10.00 pe r m onth. The  S e rvice  Cha rge  for F ire  S prinkle rs  is  only a pplica ble  for
se rvice  line s  se pa ra te  a nd dis tinct for the  prima ry wa te r se rvice  line .

N T Not ta riffe d
All ite ms  bille d a t cos t sha ll include  la bor, ma te ria ls , pa rts , ove rhe a ds , a nd a ll a pplica ble  ta xe s .
In  a dd ition  to  the  c o lle c tion  o f re gu la r ra te s ,  the  u tility will c o lle c t from  its  c u s tom e rs  a
proportiona te  sha re  of a ny privile ge , sa le s , use , a nd fra nchise  ta x, pe r A.A.C. Rl 4-2-409(D)(5).

*

* *

***
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4" Mete r 3,516 1,800 3,500 5,300

Meter 6,916 2,800 6,000 8,800

Over 6" NT Actual Cost Actual Cost Actual Cost

Chino 's  P ropos e d Curre nt Ra te s Proposed Rates S  Diffe re nce % Diffe re nce

Average Usage (4,931 Gallons $31.13 $34.98 $3.85 12.37%

Me dia n Us a ge  (3,469 Ga llons $26.45 $29.36 $2.90 10.96%

1

DO CKE T NO .  W -02467A-14-0230  E T AL.

I

I

1

2

3 Chino' s current rates produce 55.10 percent of revenues through base charges, 18.75 percent of

4 revenues through tier 1, 17.03 percent of revenues through tier 2, and 9. 12 percent of revenues through

5 tier 3. (Ex. CA-1 at Sched. RLJ-4 Reb.) According to Chino, its proposed rate design would slightly

6 lower revenues collected through monthly minimum charges to 52.3 percent, while slightly increasing

7 'commodi ty  rev enues,  wi th the intent ion of  promot ing rev enue stabi l i t y  whi le encouraging

8 conservation. (Ex. CA-1 at 14.) Additionally, Chino's proposed rate design would include rates for

9 larger meter sizes, using commodity rate tier break-over points consistent with those proposed for

10 Granite, although Chino's current customers are all served by 5/8" x 3/4" meters. (Id. at 14-15.)

l l Chino's rate design uses the same rates for small commercial meters as for small residential meters

12 because Chino desires to avoid unnecessary complexity. (Id at 15.)

13 Chino's proposed rates would result in the fol lowing monthly bi l ls and bi l l  changes for a

14 residential customer served by a 5/8" x 3/4" meter with average or median usage:'54

15

16

17

18 Staffs primary recommended rate design is the existing Chino rate design, but with rates for

19 larger meter sizes and two-tiered rather than three-tiered commodity rates for commercial 3/4" meters

20 and for al l  1" or larger meters. (Ex. CS-2 at 9, Surr.  Sched. TBH CM-24A.) Staffs alternate

21 recommended rate design would decrease the monthly minimum charges for all meter sizes, maintain

22 the tier break-over points included in Chino's existing rates for small meter sizes, decrease commodity

23 grates in all tiers, and use two-tiered commodity rates for small commercial meters and all 1" and larger

24 meter sizes. (Ex. CS-2 at 10, Surr. Sched. TBH CM-24B.) Both of Staffs recommended rate designs

25 would retain current miscellaneous service charges and adopt the same increased service line and meter

26 installation charges as proposed by Chino. (Ex. CS-2 at Surr. Sched. TBH CM-24A, Suer. Sched. TBH

27 CM-24B.)

28 Ex. CA-l at Sched. RL]-4 Rab.64
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Sta ffs  P rimary Recommended Curre nt Ra te s P ropose d Ra te s $ Diffe rence % Diffe rence

Ave ra ge  Usa ge  (4,931 Ga llons ) $31.13 $31.13 $0.00 0%
Median Usage (3,469 Gallons) $26.45 $26.45 $0.00 0%

Staff's  Alte rna te  Recommended Current Rates P roposed Ra te s $ Diffe rence % Diffe rence

Ave ra ge  Usa ge  (4,931 Ga llons ) $31.13 $25.54 ($5.59 -17.96%
Me dia n Us a ge  (3,469 Ga llons ) $26.45 $21.16 ($5.29 -20.00%

DO CKE T NO .  W -02467A-14-0230  E T AL.

l S ta ffs  prima ry a nd a lte rna te  re comme nde d ra te s  would re sult in the  following monthly bills

2 a nd bill cha nge s  for a  re s ide ntia l cus tome r s e rve d by a  5/8" x 3/4" me te r with a ve ra ge  or me dia n

3 usage:65

4

5

6

7

8

9

10 Sta ff a sse rted tha t its  primary recommenda tion, for no change  in Chino's  monthly minimum

l l and commodity ra tes , is  consis tent with gradua lism because  it e limina tes  any up or down fluctua tion.

12 (CTr. a t 119.) Staff a lso sta ted tha t it has in previous cases ca lcula ted tha t a  decrease  is  warranted and

13 the n not re comme nde d a  de cre a se . (Id a t 120.) Chino's  propose d ra te s  would ma ke  only minima l

14 changes to its  current ra te  design, reducing revenues collected through monthly minimum ra tes  by 2.8

15 pe rce nt a nd incre a s ing re ve nue s  colle c te d through firs t,  s e cond, a nd third tie rs  by 1.0 pe rce nt,  1 .1

16 percent, and 0.7 pe rcent respective ly. (Ex. CA-l a t Sched. RLJ-4 Reb.)

17 We  a lso find tha t it is  appropria te  to decrea se  somewha t the  amount of revenues  colle cted

18 dirough monthly minimum cha rge s , bringing the m to 49.97 pe rce nt, while  s lightly incre a s ing the

19 revenues  collected through firs t and second tie r ra tes  and s lightly decreas ing the  revenues  collected

20 through third tie r ra te s . This  type  of ra te  de s ign will a llow ra te pa ye rs  s lightly more  control ove r the ir

21 monthly bills  than they currently have  by sending more  accura te  price  s igna ls  regarding the  impact of

22 consumption. The  ra te  de s ign a lso use s  the  s a me  commodity ra te  tie r bre a k-ove r points , s e rvice

23 charges , and se rvice  line  and mete r ins ta lla tion charges  as  adopted here in for Granite , which should

24 make administra tion of the  ra tes by the  companies ' shared personnel easier and more  efficient.

25 We will adopt the rates and charges set forth below, which are designed to generate the revenue

26 requirement established through the adjustments made herein.

27
28 cm.l35Bcs-2 at Sure. Sched. TBH CM-24A, Surr. Sched. TBH CM-24B, Sure. Sched. TBH CM-25A, Surr. Sched. TBH
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ONTHLY USIAGE CHARGE:
Xi Classes
5l8" x W' Meter $ 17.55

W' Mete r 26.33

1" Meter 43.88

l W' Meter 87.75

M-eter 140.40

3" Meter 280.80

4" later 438.75

6'7Meter 877.50

COMM-ODITY RATES  (P e r 1.000 Ga llo n s )

5/8" x 3/4" Meter (All Classes)
First 3000 Gallons $ 2.92

3,001 to 10,000 Gallons 3.94

ov¢tT).,000 Gallons 5.26

3/43 Meter (An Classes
First 3,000 Gallons $ 2.92

3,001 to 10,000 Gallons 3.94

Over 10,000 Gallons 5.26

1" Meter All Classes)
Firs t 15,000 Ga llons $ 3.94
Over 15,000 Eauons 5.26

1 1/2" Me te r All Cla sse s
First 30,060 Gallons S 3.94

Over 30,000 Gallons 5,26

2" Meter All Classes)
First 50,000 Gallons $ 3.94

Over 50,000 Gallons 5.26

3" IT/Ieter (All Classes
Firs t 100,000 Ga llons s 3.94

O a r 1 0 0 ,0 0 0  G a llo n s 5.26

Z" Me te r All Cla sse s )
inst 150,000 Gallons s 3.94

-Over 150,000 Gallons 5.26

6" Meter All Classes)
First 300,000 Gallons $ 3.94

Over 300,000-Gallons 5.26

DO CKE T NO .  W -02467A-14-0230  E T AL.

1

2

3

4

5

6

7

8

9

1 0

11

1 2

13

1 4

1 5

1 6

1 7

1 8

1 9

KG

21

22

2 1

21

2 :

2(

2 .

2:
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SERVICE CHARGES:

Establishment $ 25.00
After Hours Charge (At Customer Request) (Flat Rate 25.00
Reconnection (Delinquent) 35.00
Meter Test (If Correct) 35.00
Deposit *

Deposit Interest (Per Year) *

Reestablishment Within 12 Months) * *

NSF Check $ 20.00
Deferred Pa ant (Per Month) 1.50%
Meter Reread (If Correct) $ 15.00
Late Payment Penal Per Month ***

Moving Customer Meter at Customer Request At Cost

SERVICE LINE & METER INSTALLATION CHARGES:
(Refundable pursuant to A.A.C. R14-2-405)

Service Line Me te r Tota l
5/8" x W' Meter $ 450.00 $ 150.00 $ 600.00

Meter 450.00 250.00 700.00
1 " Meter 575.00 300.00 875.00

1 W ' Meter 675.00 500.00 1,175.00
2" Mete r 1,000.00 1,500.00 2,500.00
3" Mete r 1,300.00 2,000.00 3,300.00
4" Mete r 1,800.00 3,500.00 5,300.00
6" Mete r 2,800.00 6,000.00 8,800.00

Over 6" Actual Cost Actua l Cost Actual Cost

Current Rates Ne w Ra te s $ Difference % Difference
Average Usage (4,931 Gallons) $31.13 $33.92 $2.79 8.96%
Median Usage (3,469 Gallons) $26.45 $28.16 $1.71 6.47%

DOCKET no. W-02467A-14-0230 ET AL.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18 .. All ite m s  bille d a t cos t s ha ll inc lude  la bor,  m a te ria ls ,  pa rts ,  ove rhe a ds , a nd a ll a pplica ble
19 taxes .

In  a dd ition  to  the  co lle c tion  o f re gu la r ra te s ,  the  u tility will co lle c t from  its  cus tom e rs  a
20 proportiona te  s ha re  o f a ny p riv ile ge ,  s a le s ,  u s e ,  a nd  fra nc h is e  ta x,  pe r A.A.C .  R14-2 -

409(D)(5).
2 1

22 The  ne w ra te s  a nd cha rge s  a dopte d he re in for Chino will re s ult in the  following monthly bills

23 and bill changes  for a  re s identia l cus tomer se rved by a  5/8" x 3/4" me te r with ave rage  or median usage  :

24

25

2 6

27 . . .

28 . . .

m *

Per A.A.C. R-14-2-403(B)
Months off system times Monthly Usage Charge, per A.A.C. Rl4-2-
403(D)
1.50 percent of the unpaid balance per month
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DOCKET NO. W-02467A-14-0230 ET AL.

1

2 A.

3  I While  pe rfonning its  audits , S ta ff de te rmined tha t Granite  and Chino had made  a  number of

4 loans  to a ffilia ted companies  or individua ls  and tha t some of these  loans  had outs tanding ba lances  as

VI. Other Issues

Notes Receivable/Notes Payable withAffiliated Entities

•

I

•

Loan to Chino, in the  form of funds pa id on behalf of Chino for various ca tegories  of expenses

incurred in November 2012, which had an end-of-TY balance  of $19,891 ;

Loa n to Ante lope , in the  form of funds  pa id on be ha lf of Ante lope  for va rious  ca te gorie s  of

•

expenses incurred, which had an end-of-TY balance  of $8,782,

Loan to Mr. Levin, in the  form of funds  advanced to Desert Snow Construction for the  Tract B

•

•

Wa te r Line  se rving prope rty owne d by Mr. Le vin pe rsona lly a nd ha ving no a ssocia tion with

any of the  water utilities , which had an end-of-TY ba lance  of $15, 196,

Loan to PDL Trust, in the  form of funds advanced to Mr. Levie  for persona l use , which had an

end-of-TY ba lance  of $15,000; and

Loan to Zoo ld, in the  form of funds advanced on beha lf of Danie l to cover expenses  for office

support provided by an outs ide  contractor and billed to Granite  in e rror, which had an end-of-

TY balance of $260.66

•

Chino Note s  Re ce iva le :

Loa n to Ante lope , in the  form of funds  pa id on be ha lf of Ante lope  for va rious  ca te gorie s  of

expenses, which had an end-of-TY balance of $2,230 (according to Chino) or $1 ,385 (according

•

to S ta ff);

Loan to Mr. Levie , in the  tom of funds  advanced to Dese rt Snow Construction for the  Tract B

Wa te r Line  se rving prope rty owne d by Mr. Le vin pe rsona lly a nd ha ving no a ssocia tion with

any of the  water utilities, which had an end-of-TY balance of SB16,067;

5 of the end of the TY, as follows:

6 Granite Notes Receivable:

7

8

9

10

11

12

13 I

14

15

16

17

18

19

20

21

22

23

24

25

26

27 I

28 66 Ex. Gs-3 at 51-sz, art. G.

• Loan to Danie l, in the  form of Hods  advanced to Zooki, which had a11 end of TY ba lance  of
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1

2

3

$l04;a nd

Loan to Mr. Levin, in the form offends advanced to Mr. Levin for PDL Inc., which had an end

of TY balance of $1,500.67

4 Qino Note s  P a ya ble :

During its  audit, S ta ff a lso de te rmined tha t Chino had incurred long-te rm debt in the  form of

6 loans  made  to Chino by a ffilia ted companie s  or individua ls , a s  follows:

5

7 •

8

9

10

11

12

Loa n from Mr. Le vie , in the  form of funds  pa id by Mr. Le vie  to cove r fire  los s  e xpe nse s  on

Chino's  behalf, which had an end of TY balance  of $5,000,6" and

Loa n from Gra nite , in the  form of funds  pa id on be ha lf of Chino for va rious  ca te gorie s  of

expenses incurred by Chino in November 2012, which had an end of TY balance of $19,891 .69

Staff Recomnrendatigns :

S ta ff asse rted tha t Gra nite 's  tra ns fe rs  of funds  to Chino a nd Ante lope , re fle cte d by the

13

14

15

referenced notes payable, constituted long-term debt for which specific Commission authorization is

required under A.R.S. §40_301(B). (Ex. CS-1 at 50, Ex. GS-3 at 51.)

Staff recommended:

16

1 7
I

1 8

1 9

20 3.

21

That Granite and Chino be required to collect all receivables due from affiliates within

one year from a decision in this matter,

That Granite and Chino cease racing personal loans or advances with their respective

funds (including occasional advances to unaffiliated employees);

That Chino pay off its notes payable to affiliates within 24 months of the decision 'in

dies matter," and

22 4.

23

24 l

That Chino be required to obtain specific authorization from the Commission for

indebtedness payable at periods of more than 12 months, including amounts appearing

in affiliate payable accounts."

25 67

68

26

27
70

2 8 71

Ex. Cs-l at art. E.
Staff determined that Chino's general ledger had booked this as a payment to Blain Hayes Ask my Accountant, as a

below-the-line expense item, but that a journal entry had changed it from a note receivable to a note payable, which
conflicted with information in the general ledger. (Ex. CS-1 at 49.)

Ex. CS-1 at art. F.
This is not consistent with Granite collecting all of its receivables due 80m affiliates within one year.
See Ex. CS-1 at 47-50, Ex. CS-2 at 12-13, Ex. GS-3 at 52-53.
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DOCKET no. W-02467A-14-0230 ET AL.

1 Staff also recommended that the $5,000 amount classified as a Chino note payable to Mr. Levie be

2 reclassified to a note receivable due from Mr. Levie. (Ex. CS-1 at 50.)

3 Granite and Chino disputed Staffs characterization of these accounts as notes receivable/notes

4 payable. (Ex. CS-1 at 50, art. F; Ex. GA-1 at 25-26.) Specifically regarding the funds paid on behalf

5 of Antelope, Granite and Chino asserted that the balances were not receivables in the traditional sense,

6 but instead should be considered intercompany balances, similar to what would be recorded between a

7 parent holding company and utility subsidiary companies or between utility subsidiary companies when

8 cash is transferred from one subsidiary to the parent or to another subsidiary or from the parent to a

9 I subsidiary, (Ex. GS-3 at 52, Ex. CS-1 at 47.) Granite and Chino asserted that Antelope is not required

10 to make any payments to either of them and that if Antelope were to do so, its payments would reduce

l l the intercompany balance. (Ex. GS-3 at 52, Ex. CS-1 at 47.)

12 Granite and Chino accepted Staff recommendations (l) and (2) above, with the proviso that

13 recommendation (2) would apply only to affiliates, stating that Granite and Chino should be able to

14 continue the practice of occasionally advancing funds to unaffiliated employees for collection through

15 Mme pay checks. (Ex. CA»1 at 16-17, Ex. GA-l at 25.) Granite and Chino also agreed with Staff

16 recommendations (3) and (4) with respect to unregulated affiliates, but disagreed with Staff

17 recommendations (3) and (4) as applied to regulated affiliates, stating that because the regulated

18 affiliates are all operated using common facilities and common staff and are at different stages in their

19 life cycles, it is in the public interest for Granite and Chino to be able to use excess funds from either

20 of them to support the cash needs of the other or of Antelope. (Ex. CA-1 at 17; Ex. GA-1 at 25.)

21 Granite and Chino further asserted that this practice is consistent with the industry and with

22 Commission efforts to explore consolidation of smaller companies and that, provided there is no

23 interest charged and no expectation for the funds to be repaid, there is no debt requiring Commission

24 approval. (Ex. CA-1 at 18; Ex. GA-1 at 25.) Granite and Chino further stated the following:

25

26

27

28

If S ta ff" s  re comme nda tion is  a dopte d, [Gra nite /Chino] a nd the  othe r
re gula te d compa nie s  would be  force d to a dopt burde nsome , forma lize d
policie s  a nd pote ntia lly obta in a pprova ls  prior to tra ns fe rring fids . In a ll
like lihood, the  only solution to me e ting the  utilitie s ' ca sh ne e ds  would be
for the  providing company to go through required corpora te  formalities  and
is sue  a  pote ntia lly ta xa ble  divide nd to Mr. Le vie . Mr. Le vie  would in-tum
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1

2

3

4

5

6

provide  the  a fte r-tax portion of the  dividend to the  rece iving company to be
recorded as  additiona l pa id in capita l. In the  end, the  companies  would be
in  the  s a me  pos ition-le s s  a ny income  ta x e ffe cts ~but e fficie ncy a nd
transpa rency would be  los t. The  Company reques ts  tha t the  Commiss ion
a llow the  Company to continue  its  current practice  of tracking the  transfe r
of funds from one  regula ted a ffilia ted to another regula ted a ffilia te  through
the  use  of inte rcompany rece ivable /payable  accounts . If and to the  extent
th is  pra ctice  re quire s  Commis s ion a pprova l, the  Compa ny a s ks  the
Commission to issue  the  required approval in this  case  or in the  a lte rna tive
waive  the  applicable  requirement necess ita ting the  approva l."

Staff" s position regarding the enumerated recommendations did not change on surrebuttal. (Ex.7

8 GS4 a t 13-14, Ex. CS-2 a t 13.) In response  to Granite  and Chino's  assertions about potentia lly having

9 I to issue  taxable  dividends to Mr. Levin, S taff noted tha t because  Granite  and Chino are  both for-profit

1 0

1 1

12

13

14

entities , making taxable  dividends  is  appropria te . (Ex. GS-4 a t 14, Ex. CS-2 a t 13.)

Afte r the  Chino hearing, Chino filed an accounting report showing tha t a ll a ffilia te  rece ivables ,

othe r tha n a  re ce iva ble  of $3,338.74 from Ante lope , ha d be e n pa id in full. (Ex. CA-3.) Afte r the

Granite  hearing, Granite  filed an accounting report showing tha t Granite 's  only remaining rece ivables ,

a s  of November 13, 2015, were  $9,239.68 due  from Chino" and $8,782.46 due  from Ante lope . (Ex.

1 5 GA-3.)

A.R.S.
1 6

17

18

19

20

21

22

certificates, bonds, notes, or other evidences of indebtedness payable at periods of more than 12 months

Commiss ion's  authority to issue  such an orde r to cases  in which the  Commiss ion finds  both tha t the

issuance  is  for lawful purposes  within the  corpora te  Powers  of the  applicant and compatible  with the

public inte re s t, sound financia l principle s , and the  applicant's  prope r pe rfonnance  of its  se rvice  a s  a

public se rvice  corpora tion and tha t the  issuance  will not impa ir the  applicant's  ability to pe rform tha t

service .23

24

25

A.R.S. § 40-302 also generally requires that a public service corporation secure a Commission

order authorizing issuance of stocks and stock certificates, bonds, notes, or other evidences of

indebtedness, before making die issuance, and requires that the Comlnission's order state the amount26

28

27 72
73

(Ex. GA-3.)

Ex. CA-1 at 18 (footnote omitted), Ex. GA-1 at 26 (footnote omitted).
This was the amount remaining from the $19,891 after Chino made payments at the end of 2014 and throughout 2015.
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1

2

3

4

5

6

7

a uthorize d to be  is sue d, the  purpose s  to which the  is sua nce  or proce e ds  the re of a re  to be  a pplie d, tha t

the  is sua nce  is  re a sona bly ne ce ssa ry or a ppropria te  for the  purpose s  spe cifie d in the  orde r (pursua nt to

for s uch a n  orde r be  provide d be fore  a n  orde r is  is s ue d a nd a llows  for a  he a ring  to  be  he ld  on  a n

a pplica tion.

Chino a nd Gra nite  a s s e rte d tha t the  funds  tra ns fe rre d to Chino by Gra nite  did not cons titute

8 loans because repayment was not expected or required, but also agreed to accept Staff' s

9 | recommendation that would prohibit future loans to affiliated companies and individuals, provided that

10 payroll advances could still be made to non-related employees. (CTr. at 56-59.) Mr. Jones reported

11

12

that MI. Levie had been "adamant" that the companies "cannot continue to operate this way" because

their "time and effort [are] being sapped away by these proceedings at the Commission." (CTr. at 57.)

13 According to Mr. Jone s , Mr. Le vie  e xpre sse d tha t he  would "do wha te ve r it ta ke s" to put the  is sue

14 be hind h im. (CTI. a t 57 .) Mr. J one s  a ls o  te s tifie d  tha t Gra nite  a nd Chino we re  willing  to  s top

15 tra ns fe ning funds  to Mr. Le vie , to a ffilia te d compa nie s , a nd to Mr. Le vie 's  childre n, provide d tha t

16 Granite  and Chino would not be  prohibited from making payroll advances  to true  employees  who a re

17 not independent contractors  and a re  ne ithe r Mr. or Mrs . Levin nor any of the ir re la tive s . (See  CTr. a t

18 57-59.)

19 On brie f, S ta ff asserted tha t the  res triction agreed to by Granite  and Chino should be  included

20 'within its  re comme nde d Code  of Affilia te  Conduct, with a n e xce ption to a llow for e mploye e  pa yroll

21 advances  to be  made  to employees  who a re  not re la tives  or a ffilia tes . (SCBr. At 10-11, SGBr. a t 15-

22 16; SJtRBr. a t 3-4.)

23  | We  agree  with S ta ff tha t the  Nlnds  transfe rred from Granite  to Chino and Ante lope , and the

24 note s  pa ya ble  re s ulting the re from, cons titute d long-te rm de bt a cquire d by Chino a nd Ante lope  in

26

27

28

74 A.R.S. § 40-302(D) allows a public service corporation with operating revenues exceeding $250,000, to issue notes
not exceeding seven percent of its total capitalization, for proper purposes and not in violation of law and payable at periods
of not more than 12 months after the date of issuance, without Commission consent. This provision could potentially apply
to Chino, but not to Granite.
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1 ha ve  be e n orde re d not to  e nte r in to  long-te rm de bt or othe r fina ncing a rra nge me nts  without

2 Commiss ion approva l, it is  remarkable  tha t these  loans  were  made  without any e ffort to obta in e ithe r

3 Commiss ion approva l or a  S ta ff or Commiss ion de te rmina tion tha t no approva l was  required. While

4 Mr. Le vie 's  curre nt de s ire  to do wha te ve r it ta ke s  to comply with Commis s ion re quire me nts  is  a

5 positive  step, and Dewey's  testimony regarding his  and the  current Operations Manager's  commitment

6 to doing wha t they can to have  success  is  a lso encouraging, it would be  remiss  not to remark tha t the

7 difficultie s  a nd complica tions  e xpe rie nce d in Commiss ion proce e dings  a re  of Chino's  a nd Gra nite 's

8 own making. Firs t and foremost, the  Levies  apparently chose  volunta rily to crea te  Granite  and Chino

9 | as  separa te  legal entities . It is  the ir existence  as separa te  entities , ra ther than divisions within the  same

10 lega l entity, tha t makes  it necessary for them to follow formal accounting procedures  for transactions

11 occurring between them and that makes it unlawful for one to obta in a  loan from the  other without prior

12 Commiss ion authoriza tion. With the  number of companies  the  Levies  have  crea ted and opera ted, it

13 ca n only be  a s s ume d tha t the  Le vie s  a re  we ll a wa re  of e a ch corpora tion's  obliga tions  re la te d to

14 accounting and taxes . If the  Levies  de te rmine  tha t it would be  more  advantageous to combine  the  two

15 or thre e  wa te r utilitie s  into  a  s ingle  le ga l e ntity a nd wa te r utility, the  compa nie s  ca n a pply for

17 Sta ffs  recommenda tions , a s  modified to a llow for employee  payroll advances  for non-re la tive

18 employees , should be  adopted.

1 9

20 Sta ff furthe r recommended tha t Granite  and Chino be  required to provide  an annua l report of

21 a ll corpora te  cos t a lloca tions , which should be  re concile d to the  a mounts  bille d a nd pa id by e a ch

22 re gula te d a nd unre gula te d a ffilia te  compa ny a nd s hould be  file d in this  ma tte r by April 15 for the

23 previous  ca lenda r yea r, which reporting requirement would cease  for each with the  tiling of its  next

24 ra te  ca se  applica tion. (Ex. CS-1 a t exec. sum., Ex. GS-3 a t exec. sum.) Granite  and Chino a sse rted

25 tha t this  recommenda tion was  not de ta iled enough to a llow them to de te rmine  specifica lly wha t they

26 would be  required to report and, furthe r, tha t the  recommenda tion was  unnecessa ry, a s  Granite  and

27 Chino inte nde d to  upda te  the ir pra ctice s  to  e limina te  cos t a lloca tions  be twe e n re gula te d a nd

28 unre gula te d a ffilia te s . (Ex. CA-l a t 16, Ex. GA-1 a t 24.) Gra nite  a rid Chino propose d to docume nt

B. Annual Allocations Reporting Requirement
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1 ase  changes  in cos t a lloca tions  in the  Code  of Affilia te  Conduct. (Ex. CA-1 a t 16, Ex. GA-1 a t 24.)

2 On surrebutta l, S ta ff agreed tha t the  reporting requirements  and reporting de ta ils  should be

3 .addressed in the Code of Affilia te  Conduct but did not waver from its  position that the  annual reporting

4 vas necessary. (Ex. CS-2 a t 12, Ex. GS-4 a t 12.) On brie f, however, S ta ff asserted tha t the  reporting

5 requirement was recommended when it was anticipa ted tha t a lloca tion percentages  would vary over

6 me , which would not be  the  case  if S ta ff's  recommended a lloca tions  were  adopted. (SJ tRBr. a t 2.)

7 staff further s ta ted tha t the  companies ' officers  and employees should mainta in time records as  to the

8 .me spent on each company, and tha t "[o]nly two persons would be  required to mainta in records , the

9 "compa ny pre s ide nt a nd its  ope ra tions  ma na ge r." (S J tRBr. a t 2-3.) S ta ff the n s ta te d tha t "[i]f the

10 "company were to keep such records, and the same allocation percentage [were to] remain in place until

l l the  next ra te  case , the  need for a ria l reports  could be  e limina ted." (SJ tRBr. a t 3.)

12 As  S ta ff'  s  s ta tic  a llo ca tio n  re co mme n d a tio n  is  n o t b e in g  a d o p te d  h e re in ,  S ta ff'  s

13 recommenda tion for an annua l cos t a lloca tion report would seem to pe rs is t. S ta ffs  recommenda tion

14 for this  reporting highlights  tha t Staff is  concerned about Granite  and Chino's  financia l practices  going

15 forwa rd. This  is  unde rs ta nda ble  in light of Gra nite 's  his tory, a nd the  comple xity tha t common cos t

16 a lloca tion crea ted in auditing each of the  ra te  applica tions  involved in this  ma tte r, but like ly will not be

17 mos t e ffe ctive ly a ddre sse d by a  se pa ra te  re porting re quire me nt conce rning a nnua l corpora te  cos t

18 a lloca tions. Such a  reporting requirement would be  meaningless  if a  corresponding requirement were

19 not impos e d upon Sta ff to re vie w and analyze each annual report and make a  tiling for the  Commission

20 each year providing an ana lysis  regarding the  a lloca tions made , with recommendations for any action

21 to be taken. Also, such a  report would not be  valuable  unless it included actual accounting reports such

22 as  those  provided by Granite  and Chino in the  form of la te -filed exhibits  he re in.

23 Ra the r than requiring this  reporting, it is  appropria te  to require  both Granite  and Chino to file

24 ra te  a pplica tions  within thre e  ye a rs  a fte r the  e ffe ctive  da te  of the  de cis ion he re in, with both ra te

25 a pplica tions  us ing the  s a me  TY. This  will provide  S ta ff with a n opportunity to a udit the  utilitie s '

26 re cords  for complia nce  a nd to provide  the  Commis s ion with me a ningful informa tion re ga rding the

27 utilitie s ' fina ncia l pra ctice s  following this  de cis ion.

28 In addition, if the  Levies  de te rmine  tha t it would be  advantageous and in the  public inte rest for
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1 Granite  and Chino or a ll three  of the  utilities to be consolidated, each ra te  application could a lso include

2 a  proposa l for consolida tion through me rge r or othe r me a ns . If Ante lope  we re  to be  include d within

3 any proposed consolida tion, an applica tion would need to be  tiled for Ante lope  as  well.

4 c .

5 Staff recommended tha t Granite  and Chino be  required to deve lop and comply with a  Code  of

6 Affilia te  Conduct, which would apply to each of them and the ir a ffilia te s . (Ex. GS-3 a t 4, Ex. CS-1 a t

7 13.) S pe cifica lly, S ta ff re comme nde d tha t Gra nite  a nd Chino be  re quire d to de ve lop a nd follow a

8 forma l writte n Code  of Affilia te  Conduct tha t would:

Code  of Affilia te  Conduc t

•

•

Govern a lly ope ra tiona l and financia l activitie s  and re la tionships  with and among the  pa rent,

owners , family members , and a ll a ffilia tes  (regula ted and unregula ted),

Assure  the  separa tion of the  traditiona l roles  of regula ted utilities  and unregula ted a ffilia tes ,

Deve lop the  cost a lloca tion through a  cost a lloca tion manual tha t includes  time-keeping for a ll

•

employees,

Address  va luing transactions for purchases  or sa les  as  Hellas  goods and services  provided to

or among a ffilia te s ,

•

9

10

11

12

13

14

15

16

17

18 1 notes  rece ivable  or notes  payable ."

19 S ta ff s ta te d tha t the  writte n Code  of Affilia te  Conduct s hould be  s ubmitte d to S ta ff for

20 acceptance  of its  scope  and s tructure . (Ex. GS-3 a t 11, CS-1 a t 13.) S ta ff re commended the  written

21 Code  because  of "ongoing issues" with Granite  and Chino and the ir inte ractions  with regula ted and

22 non-re gula te d a ffilia te s  a nd the  difficultie s  S ta ff e xpe rie nce d cons ide ring cros s -utility impa cts  a nd

23 cros s -re fe re ncing during S ta ffs  a na lys e s  a nd pre pa ra tion of te s timony in the  Gra nite  a nd Chino

24 |' Docke ts . (Ex. GS-3 a t 4, 12, Ex. CS-1 a t 13-14.)

25

•

Include  competitive  bidding practices ; and

Address  financia l a rrangements  be tween a ffilia te s  (regula ted and unregula ted), whe the r a s

Granite  and Chino did not oppose  deve loping a  Code  of Affilia te  Conduct, but a sse rted tha t

26 "while  a  Code  of Affilia te  Conduct would govern re la tionships  and transactions  be tween the  regula ted

27

28 75 Ex. GS-3 at 11, Ex. CS-1 at 13.
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1 and nonregulated affiliates, it would only be adopted by the regulated affiliates and applicable to the

2 transactions recorded by the regulated affiliates that are under Commission jurisdiction." (Ex. GA-1

3 at23, Ex. CA-l at 15.) Granite and Chino asserted that use of detailed time cards should not be included

4 as a separate requirement, but instead can and should be incorporated into the Code of Affiliate

5 Conduct. (Ex. Ex. GA-l at 23, Ex. CA-l at i5-l6.)

6 l On surrebuttal, Staff pointed out that affiliate transactions are always closely scrutinized during

7 an audit and that a number of affiliate transactions (involving regulated and unregulated affiliates as

8 well as family members) necessitated adjustments in this matter. (Ex. GS-4 at ll, Ex. CS-2 at ll.)

9 Staff asserted that the Commission expects Granite and Chino to conform to the Code of Affiliate

10 ,Conduct in their dealings with unregulated affiliates. (Ex. GS-4 at 11; Ex. CS-2 at 11.) Staff also

l l reasoned that voluntary compliance by the unregulated affiliates is in Granite and Chino' s best interests

12 because unregulated affiliates' not complying with the Code would likely result in additional time spent

13 on future rate case audits, potentially more disallowances, and potentially higher rate case expense.

14 (See Ex. GS-4 at 11-12, Ex. CS-2 at ll.)

15 On brief, Granite and Chino reiterated their commitment to improving record-keeping and cost

16 accounting to address the issues raised by Staff and to separate costs related to unregulated affiliates

17 from costs related to the utilities (including Antelope). (Jt.Br at 7.) Granite and Chino also again stated

18 that while they do not oppose developing a Code of Affiliate Conduct, they believe that such a Code

19 'should only be adopted by the regulated affiliates and applicable to the transactions recorded by the

20 regulated affiliates that are under Commission jurisdiction, as the Commission does not have

21 jurisdiction over non-regulated affiliates, and there is no need for non-regulated affiliates to adopt such

22 a Code. (Id) Granllte and Chino also agreed that the Code of Affiliate Conduct should incorporate

23 requirements regarding the use of detailed time cards for employees. (Id)

24 1 Staffs recommendation for Granite and Chino to develop and adopt a Code of Affiliate

25 Conduct that will govern transactions of the regulated affiliates and prohibit the type of self-dealing

26 and non-ann's length transactions in which tlle companies have engaged in the past, while also

27 requiring more robust record-keeping regarding the use of shared resources (including employees) is

28 in the public interest and should be adopted. While the Code of Affiliate Conduct would not be adopted
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D. Granite's Compliance with Decision No. 71869--Penalties

Afte r ide ntifying Da nie l's  four de linque nt Gra nite  a ccounts , with a  cumula tive  122 se pa ra te

The Company appears to continue to show unwarranted favoritism towards
accounts and Staff believes that the Company should again be directed NOT
to engage  in such se lf-dea lings . S ta ff recommends  tha t the  Company be
a ga in . orde re d to  ce a s e  providing dis counte d or fre e  wa te r a nd [to]
appropria te ly collecting [s ic] revenues  from eve ry recipient of wa te r front
its  system as ordered in Decision No. 71869. The Company has continually
fa ile d to a dhe re  to the  Commis s ion's  orde rs . Ba s e d on the  numbe r of
occurrences , the  re la ted pa rty favoritism and the  se lf-se rving transactions
by the  Compa ny a nd  fa mily me mbe rs ,  S ta ff re comme nds  tha t the
Commiss ion impose  a  pe na lty to the  Compa ny a t the  ma ximum a mount

to appropria te ly collect revenues  a s  orde red in Decis ion No. 71869. S ta ff
recommends  tha t the  Company be  put on notice  tha t any future  viola tions
should be  met with penalties  as  well. As noted, Staff is  recommending tha t
the  Company develop, submit and precise ly follow the  provisions of a  Code
of Affilia te  Conduct.76

1 by the  Levies ' numerous  othe r bus iness  entitie s  or by the  individua l Levee  family members , it would

2 gove rn a ll tra nsa ctions  be twe e n a ny of the m a nd a ny of the  re gula te d a ffilia te s , thus  prote cting the

3 ra tepayers  of the  regula ted a ffilia tes  and the  public inte res t. Granite  and Chino should be  required to

4 work with S ta ff to deve lop the  Code  of Affilia te  Conduct, and once  S ta ff has  de te rmined tha t the  Code

5 of Affilia te  Conduct s ufficie ntly a ddre s s e s  its  conce rns  re ga rding s e lf-de a ling, non-a rm's  le ngth

6 tra nsa ctions , cre a tion of una uthorize d long-te rm de bt through fund tra ns fe rs  or a dva nce s , re cord-

7 ke e ping re ga rding common cos ts , a nd a ny othe r a re a  include d within S ta ffs  re comme nda tions , the

8 approved Code  of Affilia te  Conduct should be  filed as  a  compliance  item in this  matte r.

9 Additiona lly, S ta ff should cons ide r whe the r the  public inte re s t would be  se rve d by pursuing

10 Rulemaking to incorpora te  the  approved Code  of Affilia te  Conduct into the  Commiss ion's  rules , e ithe r

l l for a pplica bility only to wa te r utilitie s  or to a  broa de r group of public s e rvice  corpora tions . If S ta ff

12 detemlines that such a  Rulemaking should be pursued, Staff should make such a  recormnendation to the

13 Commiss ion in the  form of a  S ta ff Report, filed in this  docke t, providing potentia l rule  language  and

1 4 re que s ting tha t a  ne w docke t be  ope ne d in which to purs ue  s uch a  Rule m a king.

15

16

17 occurrences  of monthly billing s ta tements  not prope rly collected, S ta ff s ta ted the  following:

18  .

19

20

21

22

23

24

25

26 I

27

28 Ex. os-3 at 50-51.76
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1 As quoted above, Staff recommended that a penalty be assessed against Granite, pursuant to

2 ¢\.R.S. §§ 40-424 and 40-425, for Granite's failure to appropriately collect revenues as ordered in

3 Decision No. 71869. (Ex. GS-3 at exec. sum., 50-51.)

4 Granite argued that it has complied with Decision No. 71869, which required it to "immediately

5 cease providing water without charge and ... immediately cease providing water at a discounted rate."

6 (Ex. GA-1 at 19.) Mr. Jones testified that after Decision No. 71869, Granite began billing, at tariffed

7 rates, Daniel's two accounts identified therein and all seven of the previously unbilled accounts, thereby

8 complying with the requirements of the decision. (Ex. GA-1 at 19-20.) Granite reported that all of the

9 accounts have been brought up to date and that it was Granite that identified the problem and took

10 action to correct Ir. (Ex. GA-l at 20.) Granite reported that the failure to collect the amounts charged

l l and due resulted from a process problem different than die issue discussed in Decision No. 71869-

12 Granite's administrative assistant not providing past due notices and not performing shut-offs, a

13 problem that was remedied after the new administrative assistant reported the situation to the

14 Operations Manager. (Ex. GA-1 at 20-21.) Granite also asserted that Staff"s disallowance of the

15 $3,500 in rate base associated with the work performed by Daniel and ultimately credited against his

16 water billing is a sufficient penalty and, combined with the Code of Affiliate Conduct, will ensure

17 Granite's continued collecting fall amounts due from affiliates in a timely manner. (Ex. GA-l at 22.)

18 At hearing and on brief, Staff continued to recommend the imposition of penalties, in an amount

19 to be determined at the discretion of the Administrative Law Judge and the Commission, for Granite's

20 failure to collect the funds due-stating that although Granite had been ordered to discontinue

21 providing free water to relatives of Mr. Levie, Granite continued to provide free water to relatives by

22 billing them for water usage and then failing to collect the amounts charged. (See SGBr. at 14; GTr.

23 at 92; Ex. GS-4 at ll.)

24 The evidence does not support Granite's assertion that it did not violate Decision No. 71869

25 when it failed to collect payment for Daniel' s four accounts 122 times between the effective date of the

26 rates approved in Decision No. 71869 (September 1, 2010) and the end of the TY in this matter.

27 Granite's assertion that it has complied by issuing bills that were not collected is disingenuous.

28 Decision No. 71869 stated:
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1

2

3

4

5

103. While  the  imputa tion of s ignificant TY revenues  addresses
to some extent the  issue  of GMWC's  fa ilure  to properly monitor the  meters
on its  system and its  intentional provision of both free  and discounted water
to its  owners ' son and of free  water for landscaping purposes in its  owners '
de ve lopme nt, we  wa nt to ma ke  it s ufficie ntly cle a r to GMWC how ve ry
conce rne d we  a re  a bout both s itua tions . As  a  wa te r utility, GMWC is
obliga ted to read each meter on its  system every month, on as  close  to the
same day as practical, and is  obligated to bill monthly for services rendered.
As  a  public se rvice  corpora tion, GMWC has  no authority to provide  wa te r
for free  or a t a  discounted ra te  and is  authorized to provide  se rvice  only a t
the  ra te s  a nd cha rge s  a uthorize d unde r its  curre nt ta riff on file  with the
Co mmis s io n . . . .6

7

8

IT IS  F UR THE R  O R DE R E D th a t G ra n ite  Mo u n ta in  W a te r
Company, Inc. sha ll immedia te ly cease  providing water without charge  and
shall immedia te ly cease  providing water a t a  discounted ra te .

9

10

11

IT IS  FURTHER ORDERED tha t Commis s ion S ta ff s ha ll, in
reviewing Granite  Mounta in Water Company, Inc.'s  permanent ra te  case
application, scrutinize Granite  Mountain Water Company, Inc.'s  records  to
de te rmine  whe the r Granite  Mounta in Wate r Company, Inc. has  ceas ed
providing fre e  a nd dis counte d wa te r a nd is  a ppropria te ly colle c ting
revenues  from every recipient of water from its  sys tem.

1 2

13

14

15

16

17

Additionally, the  a ttes ta tion required to be made by each individual involved in the  management and

operations of Granite, now and in the future, which is  attached hereto and incorporated herein as Exhibit

2, required each individual to attes t to his  or her unders tanding that Granite must bill and must charge

for its  wate r s e rvice . Billing and cha rging both include  the  concept of payment be ing required in

response. An extended pattern of failure to collect on bills  for certain accounts  can only be unders tood

18 as  intentional provis ion of services  a t no charge, even if the bills  were actually is sued. Additionally, it

19 is  not believable that Granite did not have a current address  to which Daniel's  bills  were sent. Granite 's

20 a tte mpt to bla me  its  prior a dminis tra tive  a s s is ta nt for the  non-colle ction on Da nia 's  a ccounts ,

21 noticeably without providing any Granite  employee as  a  witness , likewise is  not credible  because Mr.

22 Levin is  express ly respons ible  for overseeing company operations  and reviewing company financial

23

24

25

data , including parables, receivables, revenues, and expenses. Also, Mr. Levee is  an a ttorney and thus

would be  be tte r pos itione d tha n ma ny utility e xe cutive s  to unde rs ta nd pre cise ly wha t Gra nite  wa s

required to do under Decis ion No. 71869.

26

27

28 Decision No. 7]869 at 31, 38-39 (footnotes omitted).77
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1 We  a gre e  with S ta ff tha t it is  a ppropria te  to a s se s s  a  pe na lty upon Gra nite  for its  fa ilure  to

2 comply with De cis ion No. 71869 by continuing to provide  fre e  se rvice  to Da nie ls 's  va rious  a ccounts

3 through fa iling to collect on 122 unpa id bills .

4 I
5 fine any corporation or person for failure to observe or comply with any order, rule, or requirement of

6 the Commission, with the fine to be collected as penalties in an amount between $100 and $5,000.

7 A.R.S. §40-425, in pertinent part, authorizes the Commission to assess a penalty of $100 to $5,000 per

8 'offense upon any public service corporation that fails or neglects to obey or comply with any order,

9 rule, or requirement of the Commission, the penalty for which is not otherwise provided. A.R.S. §40-

10 425(B) provides that a violation that continues from day to day is a single offense.

l l Granite was provided notice of Staffs recommendation for assessment of penalties in Ms.

12 Hunsad<er's direct testimony filed in July 2015 and had an opportunity to provide testimony and

13 ;evidence as well as argument regarding assessment of penalties.

14 Granite has failed to comply with Decision No. 71869 by failing to collect for service provided

15 to Daniels's accounts, as described in Section (IV)(C)(2) herein. For this failure, Granite should be

16 found in contempt under A.R.S. § 40-424 and should be assessed a fine, under both A.R.S. §§ 40-424

17 I arid 40-425, in the amount of $1,220. Additionally, Granite should be put on notice that future

18 violations may result in higher fines.

19 E.

20 Decision No. 74384 required, inter alia, that Granite, beginning in the month of execution of

21 the financing documents for the long-term debt of up to $181,320 ("WIFA loan") and continuing

22 I monthly until the WIFA loan is paid in full, set aside $10 from each customer's bill payment, deposit

23 the funds in a separate interest-bearing account established for the purpose of receiving such funds, and

24 use the set-aside funds only to repay the WIFA loan. Granite executed the WIFA loan documents on

25 May 31, 2014, but did not collect or make any deposit of set-aside funds until November 2014. (GTr.

26 I at 101-02, 113-14.) Mr. Jones asserted that the set-aside funds were not collected and deposited until

27 November 2014 because that was when Granite needed to make its first WIFA loan payment. (GTr. at

28

Granite's Compliance with Decision No. 74384
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1

2

3

4

5

6

114.) Mr. Jones also stated that Granite would not object to a requirement for it to deposit in the set-

aside account an amount equivalent to the uncollected set-aside funds. (GTr. at l16.)

As a post-hearing exhibit, Granite filed an accounting report showing that a payment of $'7,68078

had been deposited in the set-aside account on September 25, 2015, to cover the set-aside deposits that

should have been made for May2014 through October 2014. (Ex. GA-4.) The report also showed that

the set-aside account had a balance of $13,821 .84 as of November 13, 2015. (Id)

By not setting aside and depositing the funds for the WIFA loan in the separate account

8 beginning in May 2014, Granite failed to comply with Decision No. 74384. Although Granite's failure

7

9 to follow this  provis ion of the  decis ion and the  reason the re fore  (e ithe r an unwillingness  or inability to

10 follow orde rs ) continues  to conce rn the  Commiss ion, we  will not take  additiona l a ction based on this

11 fa ilure  a t this  time, as  the  fa ilure  was of short dura tion and has been fully remedied. However, Granite

12 needs  to be  aware  tha t the  Commiss ion will, in Granite 's  next ra te  case , be  scrutinizing its  compliance

13 with Commis s ion de cis ions  a nd ma y be  more  incline d to ta ke  a dve rs e  a ction a ga ins t Gra nite  if

14 a dditiona l fa ilure s  to comply with Commiss ion de cis ions  occur.

1 5 F . In te rim Ma n a g e r

Due  to Gra nite  a nd Chino's  "his tory of fa iling to comply with s imila r Commis s ion orde rs ,"

17 which Staff asserted will continue  until a  Code  of Affilia te  Conduct is  written and adhered to by Granite

1 6

1 8

1 9

20

21

22

and Chino, S ta ff recommended tha t the  Commiss ion authorize  S ta ff to appoint an inte rim manage r

immedia te ly upon de tennining tha t e ithe r has  viola ted any pa rt of the  Code  of Affilia te  Conduct. (Ex.

GS-3 at 12, Ex. CS-1 at 14.) Staff' s position is that this matter has provided Granite and Chino adequate

due process regarding such an appointment. (Ex. GS-4 a t 14, Ex. CS-2 a t 14.)

Granite  and Chino asserted that the  proceedings in this  matter have not provided sufficient due

23 proce s s  for the  Commis s ion to gra nt S ta ff the  a uthoriza tion to a ppoint a n inte rim ma na ge r upon

24 de te rmining a  viola tion of the  Code  of Affilia te  Conduct. (Ex. GA-I a t 26-27, Ex. CA-1 a t 19-20.)

25 Gra nite  a nd Chino furthe r a s s e rte d tha t the  Commis s ion pre vious ly ha s  only a ppointe d inte rim

26 manage rs  in extraordina ry ca se s  in which public hea lth and sa fe ty have  been jeopa rdized, and only

27

2 8 The payment was  made by a  check issued by Granite. (Ex. GA-4.)78
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1 Rafte r an opportunity to appear and present evidence  and issuance  of a  Commission order. (Ex. GA- 1

2 Ia t 27; Ex. CA-1 a t 19.) Gra nite  a nd Chino a sse rte d tha t the  public he a lth a nd sa fe ty ha ve  not be e n

3 Implica ted by any of Staff' s  recommendations; tha t Granite  and Chino have been transparent and open

4 IM the ir de a lings  with the  Commis s ion; tha t the re  is  no e vide nce  of willful viola tion of Commis s ion

5 rule s  or a ccounting s ta nda rds , a nd tha t Gra nite  a nd Chino ha ve  coope ra te d by a cce pting S ta ff" s

6 I re comtne nda tions  a nd corre cting a ccounting irre gula ritie s . (Ex. GA-1 a t 27, Ex. CA-1 a t 20.) Mr.

7 Jone s  te s tifie d tha t sma ll wa te r compa nie s  do not ha ve  a nd ca nnot a fford the  s ta ffing or e xpe rtis e

8 I needed to understand and comply with every nuance  of utility accounting and Commission ra temaking

9 re quire me nts  a nd thus  ma ke  mis ta ke s , but s hould  not be  fa ce d with  the  continuous  thre a t of

10 I confis ca tion. (Ex. GA-1 a t 27-28, Ex. CA-l a t 20.) Gra nite  a nd Chino a rgue d tha t gra nting S ta ff's

l l request would se t a  dangerous precedent and make  the ' "difficult business  of opera ting a  small water

12 compa ny e ve n more  difficult." (Ex. GA-1 a t 27-28, Ex. CA-1 a t 20.)

13 Staff' s  desire  for authority to insta ll an inte rim manager summarily is  a  na tura l result of S ta ff s

14 I apparent frustra tion with Granite 's  his tory of fa ilure  to comply with Cormniss ion decis ions  and Granite

16 lout, however, the ir fa ilures thus far have  not implica ted public hea lth and safe ty, and each continues to

17 I ma inta in compliance  with a ll ADEQ and ADWR requirements .

18 The  Commis s ion ha s  pre vious ly gra nte d S ta ff a uthority to  ins ta ll a n  in te rim ma na ge r

19 summarily, most recently in Decision No. 74097 (September 23, 2013), a  case  in which Far West Water

20 I& Sewer, Inc. was  found not only to have  engaged in inappropria te  financia l transactions  and to have

21 viola te d prior Commiss ion de cis ions , but a lso to ha ve  nume rous  de ficie ncie s  with ADEQ tha t ha d

22 re sulted in multiple  Consent Orde rs . While  the  Commiss ion does  not be lieve  tha t a  pe rce ived risk to

23 public hea lth and sa fe ty is  a lways  necessa ry to jus tify ins ta lla tion of an inte rim manager or a  grant of

24 I authority for S ta ff to do so summarily, it is  a  factor tha t we ighs  pa rticula rly heavily in de te rmining the

25 I appropria teness  of such an action. A factor tha t a lso weighs  very heavily is  a  utility's  perce ived ability

26 Ito comply with re quire me nts  impose d. In this  ma tte r, in light of Mr. Le vie 's  re porte d re cognition tha t

27 the  utilities ' business  opera tions  need to improve  and Dewey's  increased involvement and expressed

28 commitme nt to complying with re gula tory re quire me nts , gra nting S ta ff a uthority to ins ta ll a n inte rim
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1

2

3

4

5

6

manager summarily is  not warranted. With an appropria te  amount of e ffort and commitment, a s  we ll

as  the  cla rity tha t should come from a  comprehensive  Code  of Affilia te  Conduct, there  is  no reason to

be lieve  tha t Granite  and Chino cannot achieve  comple te  compliance  with Commiss ion requirements

(as each has a lready done with ADEQ and ADWR requirements). However, we put Granite  and Chino

on notice  tha t future  fa ilures  to comply with Commission decis ions , with the  s ta tutes  governing public

7 utilitie s  (A.A.C. Title  14, Cha pte r 2, Article  4), or with the  Code  of Affilia te  Conduct re quire d he re in

8 ma y re sult in the  is sua nce  of a n Orde r to Show Ca use  tha t ma y include  a ctions  up to a nd including

9 a ppointme nt of a n Inte rim Ma na ge r.

10 * * * * * * »l= * * *

Ha ving cons ide re d the  e ntire  re cord he re in a nd be ing fully a dvis e d in the  pre mis e s , the

12 Commiss ion finds , concludes , and orders  tha t:

11

13 FINDING S  O F F AC T

14 " S "

16

18

19

20

21

22

23

24

Gra nite  is  a  for-profit Arizona corpora tion a nd Cla s s  E wa te r utility providing

15 service  to approximate ly 120 cus tomers  pursuant to authority granted by the  Commiss ion.

2. Chino is  a  for-protit Arizona  "C" corpora tion and Clas s  D wate r utility providing s e rvice

17 to approximate ly 900 cus tomers  pursuant to authority granted by the  Commiss ion.

3. Ante lope  is  a  much s ma lle r Arizona  wa te r utility re gula te d by the  Commis s ion a nd

s e rving only approximate ly two cus tomers .

4. Paul D. Levee  and Rae  Levee , hus band and wife  ("Mr. and Mrs . Levee"), wholly own

Granite  and Ante lope  and own 50 percent of the  shares  of Chino. The  other 50 percent of the  shares

in Chino a re  owne d by othe r Le vie  fa mily me mbe rs , s pe cifica lly De we y a nd Ma ribe l Le vin, S ha una

and Jonathan Duke, Michelle  and James  Morris , and Tanya Boone (Childers ). Mr. and Mrs . Levee a lso

have  ownership interes ts  in a  number of unregula ted affilia ted companies .

25 Mr. Levie  is  an active ly licensed Arizona  a ttorney, is  employed ha lf-time  a s  the  CEO

26 for Gra nite  a nd Chino, a nd is  involve d in the  Le vie s ' othe r a ctive  bus ine s s  ope ra tions . During the

27

28

he a rings  in this  ma tte r, Mr. Le vin, who is  a pproxima te ly 90 ye a rs  old, wa s  e xpe rie ncing he a lth

proble ms  tha t ma de  him una ble  to work. Mr. Le vie 's  younge s t son, De we y, who is  a lso a n a ctive ly

5.

1.
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1 licensed Arizona  a ttorney, was  authorized to make  decis ions  regarding Granite , Chino, and Ante lope

2 | ("the  wa te r utilitie s") during pe riods  when Mr. Levie  was  unable  to work.

3 6. The  procedura l his tory in this  consolida ted matte r is  se t forth accura te ly in Section I of

4 the  Discussion portion of this  Decis ion and is  incorpora ted by re fe rence  here  as  though se t forth in full.

5 7. The  most recent pertinent prior Commission decis ions involving Granite  and Chino a re

6 described accura te ly in Section II of the  Discussion portion of this  Decis ion, and those  descriptions  a re

7 I incorpora ted by re ference  here  as  though se t forth in full.

8 8. Granite  and Chino's  wate r systems have  adequa te  production and s torage  capacity to

9 serve  present customers and reasonable  future  growth, a re  in full compliance  with ADEQ requirements ,

10 and are  de livering water tha t meets  the  safe  drinking water s tandards of A.A.C. Title  18, Chapter 4.

l l 9. Gra nite  a nd Chino ha ve  no de linque ncie s  in the  Commiss ion's  Complia nce  S e ction

12 | da tabase , and the  Commission received no complaints  regarding Granite  from 2012 through 2015 and

13 one  compla int regarding Chino from 2012 through 2014.

10.

l 1.

14

15

16 'ta riffs  on file  with  the  Commis s ion.

17 12. Gra nite  a nd Chino's  s e rvice  a re a s  a re  both loca te d within the  P re s cott AMA, a nd both

18 Gra n ite  a nd  Chino  a re  in  fu ll c omplia nc e  with  a pp lic a b le  ADWR re qu ire me nts  gove rn ing  wa te r

Both Granite  and Chino are  current on the ir property and sa les tax payments.

Both Gra nite  a nd Chino ha ve  a pprove d curta ilme nt ta riffs  a nd ba ckflow pre ve ntion

19 provide rs  a nd community wa te r sys te ms .

20 13. Granite  had TY wate r loss  of 7.11 pe rcent, within the  Commiss ion's  s tandard for non-

21 a ccount wa te r us a ge , while  Chino 's  s ys te m ha d wa te r los s  of 13.68 pe rce nt, e xce e ding the

22 Commiss ion's  s tandard for non-account wa te r usage .

23 14. S ta ff recommended tha t Chino be  required to prepa re  and file  with the  Commiss ion's

24 Docke t Control, within 90 days  of the  e ffective  da te  of a  decis ion in this  ma tte r, a s  a  compliance  item

25 in this  docke t, e ithe r (a ) a  report conta ining a  de ta iled ana lys is  and plan to reduce  wa te r loss  to 10

26 percent or less or (b) if Chino believes it is not cost effective to reduce its water loss to 10 percent or
I

27 less, a detailed cost benefit analysis to support its opinion. Staffs recommendation is reasonable and

28 should be adopted.
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Granite
Proposed

Staff
Recommended

OCRB/FVRB $586,318 $529,152
Adj used TY Revenue $117,320 $117,320
Adjusted TY Opera ting Expenses $120,060 $126,164
Adjusted Operating Income ($2,740 $8,844
Current Ra te  of Re turn -0.47% -1.67%
Required Rate  of Re turn 8.03% 8.031%
Required Opera ting Income $47,087 $43,496
Opera ting Income  Deficiency $49,828 $51340

DOCKET no. W-02467A-14-0230 ET AL.

•

•

•

1 15. Granite  ha s  a  his tory of ente ring into non-a rm's  length transactions  with members  of

2 the  Le ve e  fa mily a nd of providing fre e  or dis counte d wa te r to prope rtie s  owne d or controlle d by

3 members  of the  Levin family, most notably to propertie s  owned or controlled by Mr. and Mrs . Levie 's

4  s o n  Da n ie l. In De cis ion No. 71869, Gra nite  wa s  e xpre s s ly orde re d to ce a s e  providing fre e  a nd

5 discounted water and to provide  water only in accordance  with Granite 's  Commission-authorized ra tes

6 a rid cha rge s .

7  I 16. Between September 1, 2010, and December 31, 2013, Granite  fa iled to collect revenue

8 prope rly for the  following four accounts  on a t lea s t 122 occas ions , a s  follows:

9 Account No. 80.002.01, the  a ccount for Da nie l's  home  prope rty, for which no

10 payments were made from December 2011 through the end of the TY, and for which

11 the  end-of-TY balance  was $7,265.68,

12 Account No. 80.001.02, Danie l's  a ccount for the  s table s  prope rty, for which only

13 sporadic payments were  made between September 1, 2010, and the  end of the  TY,

14 and for which the  end-of-TY balance was f81,157.28,

15 Account No. 81 .001 .01, Da nie l's  a ccount for the  mobile  home s  on the  s ta ble s

16 property, for which no payments  were  made  from July 2011 through the  end of the

17 TY, and for which the  end-of-TY ba lance  was $7,759.51; and

18 Account No. 80.012.00, for which no payments  were  made from July 2011 through

19 the  end of the  TY, and which had an end-of-TY balance  of $1,186.88.

20 17. As  of the  fina l date of the  Granite  hea ring in this  ma tte r, Granite  proposed and Sta ff

21 recommended the  following:

22

23

24

•

25

26

27

28
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Gro s s  Re ve n u e  Co n ve rs io n  Fa c to r 1 . 2 0 9 0 1 .2 1 1 2 2 4

Increase in Gross Revenue ($) $60,243 $62,184
Increase in Gross Revenue (%) 51.35% 53.00%

opposed Annual Revenue $177,563 $179,504

oRB/Fvlus $539,411

Adjusted TY Revenue $124,462

Adjus te d TY Ope ra ting Expe ns e s $100,231
Xijus te d  O pe ra ting  Incom e $24,231
Current Rate of Return 4.49%
Required Rate of Return 8.031%
Required Opera ting Income $43,320
Opera ting Income  Deficiency $19,087
Gross Revenue Conversion Factor 1 . 2 2 7 8 8

Required Increase in Gross Revenue ($) $23,436
Required Increase in Gross Revenue (%) 1 8 . 8 3 %

Revenue Requirement 3147,898

-MONTHLY US AGE CHARGE:
Xi Classes
5/8" x %" Meter $ 29.50

% " Me te r 44.25
1" Me te r 73.75

1  W' Me te r 147.50
2 " Me te r 236.00

lVfeter 472.00
F Meter 737.50
67, Meter 1,475.00

IHydrant Me te r Individua lly Ass t ed) By Meter Size

co1l71iv10DITy RATES (Per 1,000 Gallons )

s x 3/4" Meter All Classes)

18irst 3,000 Gallons $ 5.30

3,00i to 10,000 Gallons 7.95

Over 10,000 Gallons 9.54

DOCKET NO. W-02467A-14-0230 ET AL.

1

2 I

3 18. For the reasons described in the Discussion Section of this Decision, we find that the

4 following adjusted TY results and revenue requirement are just and reasonable and should be adopted

5 for Granite:
6

7

8

9

l0

12

13

14 19. For the reasons described in the Discussion Section of this Decision, we find that the

15 following rates and charges and conditions of service are just and reasonable and should be adopted

16 I for all service provided by Granite on and after November 1, 2016:

17

18

19

20

21

I
22

23

24

25

26

27 I

28

I
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3/4" Meter (All Classes
First 3,000 Gallons s 5.30
3,001 to 10,000 Gallons 7.95
Over 10,000 Gallons 9.54

1_'_' Meter ~All Classes

First 15,000 Gallons $ 7.95
Over 15,000 Gallons 9.54

1 1/2"M§ter All Classesl
First 30,000 Gallons $ 7.95
Over 30,000 Gallons 9.54

2" Meter (Ail Classes
First 50,000 Gallons 7.95$
Over 50,000 Gallons 9.54`

3" Meter All Classes
First 100,000 Gallons $ 7.93
Over 100,000 Gallons 9.54

4"  Master All Classes)
First 150,000 Gallons $ 7.95
Over 150,000 Gallons 9.54

6" Meter (All Classes)
First 300,000 Gallons 755$
Over 300,000 Gallons 9.54

Hvdrar;t_ Water
All Usage, Per 1,000 Gallons s 9.54

I IStand i e Water_
(Not Individually Assi ed)I-

All Usage, Per 1,000 Gallons $ 9.54

S ERVICE CHARGES :

Estab I dishment $ 25.66
After Hours Charge (At Customer Request) (Flat Rate 25.00
Reconnection (Delinquent) 35.00
Meter Test (If Correct) 35.00
Deposit *

Deposit Interest (Per Year) *

Reestablishment (Within 12 Months * *

NSF Check $ 20,00
Deferred Payment (Per Month 1.50%
Meter Reread (If Correct s 15.00

P e r MonthLate Payment Penal H #

Moving Customer Meter at Customer Request At Cost

DO CKET NO . W-0246 '7A-14-0230 ET AL.

I

1
2
3
4
5
6
7
8
9

10
11 .|
12
13
14
15
16
17 I
18
19
20
21
22
23
24
25
26
27
28

I
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ISE CE 'LmE & METER INSTALLATION CHARGES:
(Refundable pursuant to A.A.C. Rl4-2-405)

Service  Like Meter Total

5/8" x& Meter s 450.00 $ 150.00 $ 600.00

Meter94" 450.00 250.00 700.00

1" Meter 575.00 300.00 875.00

1 W' Meter 675.00 500.00 1,175.00
2" Meter 1,000.00 1,500.00 2,500.00

3" Meter 1,300.00 2,000.00 3,300.00

4" Meter 1,800.00 3,500.00 5,300.00

6" Me te r 2,800.00 6,000.00 8,800.00

Event 6" Actua l Cost Actua l Cost Actual Cost

Chino
Proposed

Staff Primary
Recommended

Staff Alternate
Recommended

OCRB7FVRB $168,668 $161,528 $161,528
Adjusted TY Revenue $357,985 $357,985 $357,985

justed TY Operating Expenses $329,791 $310,069 $310,069

- Adjusted Operating Income $28,195 $47,916 $47,916

Current Rate of Return 16.72% 29.66% 29.66%

Required Rate of Return N/A 29.66% 10.00%

Adjusted TY Operating Mar in 7.88% N/A N/A

Required Operating Margin 15.00% N/A N/A

Require<T)perating Income $60,390 $47,916 $16,153
OperatT1g Income Deficiency $32,196 $0 (331,764)

Gross Revenue Conversion Factor 1.3858 1.3196 1.3196

Increase in Gross Revenue ($) $44,618 $0 ($41,914)
Increase in Gross Revenue (%) 12.46% 0.00% -11.71%

Proposed Annual Revenue $402,603 $357,985 $316,072

DOCKET NO. w-02467A-14-0230 ET AL.

4=

* *

Per A.A.C. R-14-2-403(B)
Months off system times Monthly Usage Charge, per A.A.C. R14-2-403(D)
1.50 percent of the unpaid balance per month

I

All items billed at cost shall include labor, materials, parts, overheads, and all applicable
taxes.

In addition to the collection of regular rates, the utility will collect from its customers a
proportionate share of any privilege, sales, use, and franchise tax, per A.A.C. Rl4-2-
409(D)(5).

1

2

3

4

5

6

7

8

9 I

10

11

12

13 l

14 recommended the following:

15

16

17

18 I

19

20

21

22

23 I

24

25 21. For the reasons described in die Discussion Section of this Decision, we find that the

26 following adjusted TY results and revenue requirement are just and reasonable and should be adopted

27 for Chino:

28

20. As of the final date of the Chino hearing in this matter, Chino proposed and Staff
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OCRB/FVRB $170,038
Adjusted TY Revenue $357,985
Adjusted TY Opera ting Expenses $343,853
Adjusted Opera ting Income $14,132
Curre nt Ra te  of Re turn 8 .31%
Re quire d Ra te  of Re turn 22.905%
Re qulre d Ope ra ting Income $38,946
Ope ra ting Income  De ficie ncy $24,814
Gross Revenue Conversion Factor 1.26859
Req_L1ired Increase  in Gross Revenue  $ $31,479
Re quire d Incre a s e  in Gros s  Re ve nue  % 8.79%
Re ve nue  Re quire me nt $389,464

MO NTHLY US AG E  CHARG E :
All Classes
5/8" x %" Meter $ 17.55

vs' Meter 26.33
1" Mete r 43.88

1 56" Meter 87.75
2" Me te r 140.40
3" Me te r 280.80
4" Me te r 438.75
6" Me te r 877.50

C O MMO DITY R ATE S Er 1.000 Gallons )

5/8" x_3/4" Meter (All Classes)
First 3,000 Gallons $ 2.92
3,001 to 10,000 Ga llons 3.94
Over 10,000 Gallons 5.26

38;Me te r (All Cla s s e s )
Firs t 3 ,000 Ga llons $ 2.92
3,001 to 10,000 Gallons 3.94
Ove r 10,000 Ga llons 5.26

1" Me te r All Cla sse s )
First 15,000 Gallons S 3.94
Ove r 15,000 Ga llons 5.26

1 1/2" Meter (All Classes)
First 30,000 Gallons fs 3.94
Over 30,000 Gallons 5.26

I ill

DOCKET no. w-02467A-14-0230 ET AL.

1

2

3

4

5 I
6

7

8 22. For the  re a s ons  de s cribe d in the  Dis cus s ion S e ction of this  De cis ion, we  find tha t the

9 following ra te s  a nd cha rge s  a nd conditions  of s e rvice  a re  jus t a nd re a s ona ble  a nd s hould be  a dopte d

10 for a ll s e n/ice  provide d by Chino on a nd a fte r Nove mbe r 1, 2016:

11 -|

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26  I

27

28

r
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2" Meter All Classes)

-First 50,000 Gallons s 3.94

over 50,000 Gallons 5.26

'3" Me te r (All Cla sse s

-First 100,000 Gallons s 3.94
Over 100,000Ea llons 5.26

4" Meter (AlTClasse§
First 150,600 Gallons $ 3.94

Over 150,000 Gallons 5.26

6" Me te r (All Cla s s <3)
First 3002000 Gallons $ 3.94

Over 3®,000 Gallons 5.26

SER\ICE CHARGEs:

Establishment s 25.00

After Hours Charge At Customer Request) (Flat Rate) 25.00

Reconnection De linquent 35.00

ever Test If Correct 35.00

Deposit
*

De pos it Inte re s t P e r Ye a
*

Reestablishment Within 12 Months) M

SF Check $ 20.00

De fe rre d  P a yme nt P e r Month 1.50%

ever Reread (If Correct $ 15.00

Iver Month)Late Payment Penal
***

ovine Customer Meter at Customer Request At Cost

Elnfig ETIER INS TALLATION CHARGES :
I I{ e'FI1 table rs ant to A.A.C. R14-2-405

Qeyvigse Line Me te r Tota l

5/8" x W' Meter S 450.00 s 150.00 $ 600.00

w' Me te r 450.00 250.00 700.00

Me te r1 " 575.00 300.00 875.00

1  W' Me te r 675.00 500.00 1,175.00

2".me te r 1,000.00 1,500.00 2,500.00

3" Meter 1,300.00 2,000.00 3,300.00

4" Me te r 1,800.00 3,500.00 5,300.00

6" Me te r 2,800.00 6,000.00 8,800.00

Over 6"' Actual Cost Actual Cost Actual Cost
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*

* *

***

P e r A.A.C. R-14-2-403(B)
Months  off s ys te m  tim e s  Monthly Us a ge  Cha rge , pe r A.A.C. R14-2-403(D)
1.50 pe rce nt of the  unpa id ba la nce  pe r month

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

AC

21

2:

21

24

2,

21

2.

21

All ite ms  bille d a t cos t sha ll include  la bor, ma te ria ls , pa rts , ove rhe a ds , a nd a ll a pplica ble
taxes.
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1

2

3 23. The  wa te r utilitie s  a nd the  re s t of the  Le vie s ' bus ine s s e s  a re  ope ra te d out of a  s ha re d

4 office  us ing sha re d pe rsonne l, a nd do not ke e p de ta ile d time  re cords  to de mons tra te  the  a mount of time

5 e a c h  e m p lo ye e  s p e n d s  p e rfo rm in g  wo rk fo r e a c h  o f th e  wa te r u tilit ie s  o r fo r th e  Le v ie s '  o th e r

6 bus ine s s e s . Tra ditiona lly, the  com m on cos ts  ha ve  be e n divide d prim a rily ba s e d upon the  cus tom e r

7 counts  of Gra nite  a nd Chino, with Ante lope  e xclude d from cos t a lloca tion.

8 24. Untii a dditiona l informa tion is  a va ila ble  to de te nnine  the  e xte nt to which common cos t

9 ite ms  (goods  a nd s e rvice s ) a re  us e d by or for Gra nite  a nd Chino a nd the  othe r a ffilia te s , Gra nite  a nd

10 Chino s hould be  re quire d to a lloca te  com m on cos ts  throughout e a ch ye a r ba s e d upon the  cus tom e r

11 counts  of Gra nite , Chino, a nd Ante lope  a s  of J a nua ry 1 of the  ye a r.

12 25. Gra nite  ha s  a  his tory of is s uing e vide nce  of inde bte dne s s  pa ya ble  a t pe riods  of more

13 tha n 12 months  a fte r the  da te  of e xe cution/is sua nce  without obta ining prior Commiss ion a pprova l, ha s

14 be e n orde re d by Me  Commiss ion on multiple  occa s ions  e ithe r to a pply to the  Commiss ion for a pprova l

15 prior to s e curing a ny loa ns  or e nte ring into a ny othe r fina ncia l a rra nge me nts  or not to is s ue  a ny long-

16 te rm de bt or othe r e vide nce  of inde bte dne s s  without Commis s ion a pprova l (in De cis ion Nos . 54902,

17 55921, 6173 l , and 71869), and ha s  on a t le a s t two occa s ions  been required to conve rt to pa id-in-capita l

18 funds  be ing ca rrie d a s  a  loa n or line  of cre dit (in De cis ion Nos . 58869 a nd 71869).

19 26. At the  e nd of the  TY, Gra nite  ha d note s  re ce iva ble  tota ling $59,129, for funds  pa id on

20 'be ha lf of Chino, Ante lope , a nd Mr. Le vie ,  funds  a dva nce d to  Mr. Le vin for pe rs ona l us e ,  a nd iilnds

21 I a dva nce d on be ha lf of Da nie l.

22

In  a ddition  to  the  co lle c tion  of re gula r ra te s ,  the  u tility will co lle c t from  its  cus tom e rs  a
p roportiona te  s ha re  o f a ny p riv ile ge ,  s a le s ,  u s e ,  a nd  fra nc h is e  ta x,  pe r A.A.C.  R14-2-
409(D)(5).

23

24

25

2 6

2 7

28

27. At the  e nd of the  TY, Chino ha d note s  re ce iva ble  to ta ling $24,90l,  for funds  pa id  on

be ha lf of Ante lope  a nd Mr.  Le vie ,  funds  a dva nce d to  Mr.  Le vie ,  a nd  funds  a dva nce d on  be ha lf of

Da nie l. Chino a lso ha d note s  pa ya ble  tota ling S  l9,891 , for the  funds  pa id by Gra nite  on Chino's  be ha lf.

28. S ta ff de te rmine d tha t Chino's  note s  pa ya ble  cons titute d long-te rm de bt for which Chino

fo llowing :
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•

•

Tha t Gra nite  a nd Chino be  re quire d to  colle c t a ll re ce iva ble s  due  from a ffilia te s

within one  ye a r from this  De cis ion;

Tha t Gra n ite  a nd  Ch ino  c e a s e  ma king  pe rs ona l loa ns  o r a dva nc e s  with  the ir

•

re s pe ctive  funds ,

Tha t Chino pa y off its  note s  pa ya ble  to a ffilia te s  within 24 months  of this  De cis ion,

•

I

1

2

3

4

5

6 a nd

7 Tha t Chino be  re quire d to obta in s pe cific  a uthoriza tion from the  Commis s ion for

8 1 inde b te dne s s  pa ya b le  a t pe riods  o f more  tha n  12  mon ths ,  inc lud ing  a moun ts

9 a ppe a ring in a ffilia te  pa ya ble  a ccounts .

10 29. Afte r the  Chino  he a ring , Chino  file d  a n  a ccounting  re port s howing  tha t a ll a ffilia te

l l re ce iva ble s , othe r tha n $3,338.74 due  from Ante lope , ha d be e n pa id in full.

12 30. Afte r the  Gra nite  he a ring, Gra nite  file d a n a ccounting re port s howing tha t a ll a ffilia te

13 re ce iva ble s , othe r tha n $9,239.68 due  from Chino a nd $8,782.46 due  from Ante lope , ha d be e n pa id in

14 fu ll.

15

16 1 evidences of indebtedness payable at periods of more than 12 months after the date of issuance without

17 firs t obta ining a  Commiss ion orde r a uthorizing the  is sua nce  a nd impose  re quire me nts  re la te d to the

18 circumstances  under which such Commiss ion approva l may be  provided, including re s trictions  on the

31.

19 us e s  for which the  is s ua nce  or proce e ds  ma y be  a pplie d.

20 32. The  funds  tra ns fe rre d from Gra nite  to Chino a nd from Gra nite  to Ante lope  cons titute d

22 33. S ta ff' s  re commenda tions  s e t toM in Findings  of Fact No. 28 a re  jus t and rea s onable  and

23 s hould be  a dopte d, with  a  modifica tion to  a llow Gra nite  a nd Chino to  ma ke  re a s ona ble  e mploye e

24 pa yroll a dva nce s  for e mploye e s  who a re  not re la te d to a ny of the  Le vie s  by blood or ma rria ge  a nd to

25  'a llow Gra n ite  24  mon ths  to  c o lle c t its  re c e iva b le s  due  from a ffilia te s  (to  be  c ons is te n t with  the

26 re comme nda tion for re pa yme nt by Chino).

27 34. S ta ff re comme nde d tha t Gra nite  a nd Chino e a ch be  re quire d, by April 15 of e a ch ye a r,

28 to  provide  a n  a nnua l re port of a ll corpora te  cos t a lloca tions  for the  pre vious  ca le nda r ye a r, to  be
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1 reconciled to die  amounts  billed and pa id by each regula ted and unregula ted a ffilia te  company, until

2 the  filing of the  compa ny's  ne xt ra te  a pplica tion.

3 35. Ra the r than adopting S ta ffs  recommenda tion, we  find tha t Granite  and Chino should

4 each be  required to file  a  ra te  applica tion within three  yea rs  a fte r the  e ffective  da te  of this  Decis ion,

5 with both ra te  applica tions  to use  the  same  TY, a s  this  will provide  S ta ff with an opportunity to audit

6 Gra nite  a nd Chino 's  re cords  for complia nce  a nd to  provide  the  Commis s ion with  me a ningful

7 informa tion re ga rding the  utilitie s ' fina ncia l pra ctice s  following this  De cis ion. If the  Le vie s  de te rmine

8 tha t it would be  advantageous  and in the  public inte res t for Granite  and Chino, or the  wa te r utilitie s , to

9 be  consolida ted, each ra te  applica tion may include  a  proposal for consolida tion through merger or other

10 means . If the re  is  a  proposa l for Ante lope  to be  included within a  consolida tion, Ante lope  would a lso

l l need to file  an applica tion.

36.

•

Sta ff recommended tha t Granite  and Chino be  required to deve lop and comply with a

forma l writte n Code  of Affilia te  Conduct, to be  submitte d to S ta ff for a cce pta nce  of its  s cope  a nd

I s tructure  and to be  comple ted within 90 days a fte r the  e ffective  da te  of this  Decis ion, tha t would:

Govern a ll opera tional and financia l activities  and re la tionships with and among the

parent, owners , family members , and a ll a ffilia tes  (regula ted and unregula ted),

Assure  the  separa tion of the  traditiona l roles  of regula ted utilitie s  and unregula ted•

12

13

14

15

16

17

18

19

20

•

a ffilia te s ,

De ve lop the  cos t a lloca tion through a  cos t a lloca tion ma nua l tha t include s  time -

•

•

keeping for a ll employees ;

21 Address  va luing transactions for purchases  or sa les  as  well as  goods and services

22 provided to or among a ffilia te s ;

23 Include  competitive  bidding practices , and

24 Addre ss  fina ncia l a rra nge me nts  be twe e n a ffilia te s  (re gula te d a nd unre gula te d),

25 whether as notes receivable or notes payable.

26 37. Staff"s  recommendation se t forth in Findings of Fact No. 36 is  in the  public interest and

27 s hould be  a dopte d, but s hould be  modifie d (1) to re quire  Gra nite  a nd Chino to work with S ta ff to

28 de ve lop the  Code  of Affilia te  Conduct; (2) to re quire  re cord ke e ping re ga rding common cos t ite ms

•
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1 (goods and services) and the extent to which the common cost items are used by or for the water utilities

2 and by or for the  Levie s ' othe r bus ine ss  ope ra tions  (ra the r than a  cos t a lloca tion manua l); and (3) to

3 require  Granite  and Chino to file  copies  of the  Code  of Affilia te  Conduct a s  a  compliance  item in this

4 matte r once  Sta ff has  de te rmined tha t the  Code  of Affilia te  Conduct sufficiently addresses  its  concerns

5 1 regarding se lf-dealing, non-arm' s  length transactions, crea tion of unauthorized long-term debt through

6 fund transfers  or advances, record-keeping regarding common costs , and any other area  included within

7 Sta ffs  recommenda tion.

8 1 38. Once  the  Code  of Affilia te  Conduct has  been filed a s  a  compliance  item, S ta ff should

9 cons ide r whe the r the  public inte res t would be  se rved by pursuing rulemaldng to incorpora te  the  Code

10 of Affilia te  Conduct into the  Commis s ion's  rule s , in whole  or in pa rt, e ithe r for a pplica bility only to

l l wa te r utilitie s  or to a  broa de r group of public s e rvice  corpora tions . If S ta ff de te rmine s  tha t such a

12 Rulemaking should be  pursued, S ta ff should make  such a  recommenda tion to the  Commiss ion in the

13 l form of a  Staff Report, filed in this  docket, providing potentia l rule  language  and requesting tha t a  new

14 docket be  opened in which to pursue  such a  Rulemaking.

15 39. S ince  Ms. Hunsaker's  direct te s timony filed in July 2015, S ta ff has  recommended tha t

17 to a ppropria te ly colle ct re ve nue s  a s  orde re d in De cis ion No. 71869, ba se d upon Gra nite 's  fa ilure  to

18 colle ct re ve nue s  from Da nie l's  four a ccounts  a s  s e t forth a bove . S ta ff did not ma ke  a  s pe cific

19 recommenda tion concerning the  amount of the  pena lty.

20 40.

21 'corpora tion or pe rs on for fa ilure  to obs e rve  or comply with a ny orde r, rule , or re quire me nt of the

23 a lso authorizes  the  Commiss ion to a ssess  a  pena lty of $100 to $5,000 pe r offense  upon any public

24 1 service  corpora tion tha t fa ils  or neglects  to obey or comply with any order, rule , or requirement of the

25 Commiss ion, the  pena lty for which is  not othe rwise  provided.

26 41. Granite  viola ted Decis ion No. 71869 when it fa iled to collect payment for Danie l's  four

27 accounts  a t least 122 times between the  effective  date  of the  ra tes approved in Decision No. 71869 and

28 the  end of the  TY in this  ma tte r, a fte r having been express ly orde red in Decis ion No. 71869 to cease
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I providing water without charge, to cease providing water at a discounted rate, and to provide water

2 |  only in a ccorda nce  with the  ra te s  a nd cha rge s  tha t ha d be e n s pe cifica lly a uthorize d by the  Com m is s ion.
I

3 For this  viola tion, Gra nite  s hould be  found in conte m pt a nd a s s e s s e d a  pe na lty in the  a m ount of $1 ,220.

4 In addition, Granite should be made aware that future violations may result in higher fines.

42. In Decision No. 74384, Granite was ordered, beginning in the month of execution of the

6 financing documents for the WIFA loan and continuing monthly until the WIFA loan is paid in full, to

5

7 I set aside $10 from each customer's bill payment and deposit the funds in a separate interest-bearing

8 account established for the purpose of receiving such set-aside funds.

9 43.

10

1 1

Granite  executed the  financing documents  for the  WIFA loan in May 2014 but did not

begin se tting aside  and depositing $10 per customer bill payment until November 2014. By not se tting

a s ide  a nd de pos iting the  fords  for the  WIFA loa n in the  se pa ra te  a ccount be ginning in Ma y 2014,

12

13

Granite failed to comply with Decision No. 74384.

44. Since  Ms. Hunsake r's  direct te s timony in July 2015, S ta ff has  recommended tha t the

14 Commission authorize Staff to install an interim manager for Granite or Chino immediately upon

15 determining that Granite or Chino has violated any part of the Code of Affiliate Conduct, once adopted.

16 45. The Commission is encouraged by reports of Mr. Levee's recognition that the utilities'

17 I business operations need to improve and by Dewey's increased involvement with the water utilities

18 and expressed commitment to complying with regulatory requirements. The Commission believes that

19 with an appropriate amount of effort and commitment, and the clarity that should come from the Code

20 of Affiliate Conduct, Granite and Chino should be able to achieve complete compliance with

21 I Commission requirements. Thus, Staff should not at this time be provided authority to install an interim

23

24

22 ma na ge r s umma rily upon de te rmining tha t the re  ha s  be e n a  viola tion of the  not-ye t-cre a te d Code  of

Affilia te  Conduct.  Howe ve r,  we  put Gra nite  a nd Chino on notice  tha t future  fa ilure s  to  com ply with

25 301 and 40~302), with the  Colnmiss ion's  rule s  for wa te r utilitie s  (A.A.C. Title  14, Chapte r 2, Article

26 I 4), or with the  Code of Affilia te  Conduct required herein may result in the  issuance of an Order to Show

27 Cause  tha t may include  actions  up to and including appointment of an Inte rim Manager.

28
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CONCLUS IONS  OF LAW1

2

3

4 2.

Granite is a public service corporation within the meaning of Article XV of the Arizona

250, 40-251, 40-301, 40-302, 40-424, and 40-425 o

Chino is  a  public se rvice  corpora tion within the  me a ning of Article  XV of the  Arizona

250, 40-251, 40-301, 40-302, 40-424, and 40-425.5 Constitution and A.R.S. §§40-

6 3.

7 consolidated matter.

4. Notice of Granite and Chino's Rate Applications was provided in accordance with the

The  Commission has  jurisdiction over Granite  and Chino and the  subject matte r of this

8 I

9  la w .

10 The  funds  transfe rred from Granite  to Chino and from Granite  to Ante lope  cons tituted

11

| Gra nite  viola te d De cis ion No. 71869 by fa iling to colle ct a ppropria te ly for the  wa te r

13 usage on four accounts held by Daniel on at least 122 separate  occasions between September 1, 2010,

14

12 6.

and December 31, 2013.

15 Granite was provided adequate due process with regard to Staffs recommendation for

16 1 penalties to be assessed against Granite under A.R.S. §§40-424 and 40-425 .

17 8. A.R.S. §§ 40-424 and 40-425 authorize the Commission to hold Granite in contempt

18 and to assess a penalty against Granite in the amount of $1,220 for violating Decision No. 71869 by

20 I Granite and Chino were provided adequate due process with regard to Staffs

21 recommendation for Staff to be provided authority to install an interim manager immediately and

22 summarily if Granite or Chino violates any requirement of the Code of Affiliate Conduct recommended

23 by Staff.

24 | 10.

25 11.

26 12.

19 fa iling to collect on Danie l's  accounts .

9 .

Granite's fair value rate base is as set forth in Findings of Fact No. 18.

Chino's fair value rate base is as set forth in Findings of Fact No. 21 .

It is just and reasonable and in the public interest to take the actions described in

27 Findings of Fact Nos. 14, 18, 19, 21, 22, 24, 33, 35, 37, 38, 41, and 45.

28 13. The rates and charges and tests and conditions of service authorized herein are just and

1.

5.

7.
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ORDER

1 reasonable  and in the  public interest.

2

3 IT IS  THEREFORE ORDERED tha t Granite  Mounta in Water Company, Inc. is  hereby directed

4 to file  with the  Commission, on or before  November l, 2016, revised schedules  omits  ra tes  and charges

5 consis tent with the  ra tes  and charges  and te rms of se rvice  se t forth in Findings  of Fact No. 19, which

6 s ha ll be  e ffe ctive  for a ll s e rvice  provide d by Gra nite  Mounta in Wa te r Compa ny, Inc. on a nd a fte r

7

8 IT IS  FURTHER ORDERED tha t Chino Meadows  II Wa te r Company, Inc. is  he reby directed

9 to file  with the  Commission, on or before  November l, 2016, revised schedules  of its  ra tes  and charges

10 cons is tent with the  ra te s  and cha rges  and te rms of se rvice  se t forth in Findings  of Fact No. 22, which

l l sha ll be  e ffe ctive  for a ll s e rvice  provide d by Chino Me a dows  II Wa te r Compa ny, Inc. on a nd a fte r

12 Nove mbe r 1, 2016.

13 IT IS  FURTHER ORDERED tha t Granite  Mounta in Water Company, Inc. and Chino Meadows

14 II Wate r Company, Inc. sha ll each notify its  cus tomers  of die  revised schedule s  of ra te s  and cha rges

15 a uthorize d he re in by me a ns  of a n ins e rt in its  ne xt s che dule d billing, in a  fool a cce pta ble  to the

16 Commis s ion's  Utilitie s  Divis ion S ta ff.

17 IT IS  FURTHER ORDERED tha t Chino Me a dows  II Wa te r Compa ny, Inc. s ha ll, within 90

18 days  of the  e ffective  da te  of this  Decis ion, a s  a  compliance  item in this  docke t, file  e ithe r (a ) a  report

19 conta ining a  de ta ile d a na lys is  a nd pla n to re duce  wa te r los s  to 10 pe rce nt or le s s  or (b) if Chino

20 Me a dows  II Wa te r Compa ny, Inc. be lie ve s  tha t it is  not cos t e ffe ctive  to re duce  its  wa te r los s  to 10

21 percent or less , a  de ta iled cost benefit analysis  to support its  opinion.

22 IT IS  FURTHER ORDERED tha t Granite  Mounta in Water Company, Inc. and Chino Meadows

23 II Water Company, Inc. sha ll each a lloca te  common costs  incurred throughout each year based upon

24 the  cus tomer counts  of Granite  Mounta in Wate r Company, Inc., Chino Meadows  II Wa te r Company,

25 Inc., and Ante lope  Lakes  Wate r Company as  of January l of the  yea r.

26 IT IS  FURTHER ORDERED Gra nite  Mounta in Wa te r Compa ny, Inc. a nd Chino Me a dows  II

27 Wa te r Compa ny, Inc. a re  e a ch re quire d to colle ct a ll re ce iva ble s  due  from a ny a ffilia te s  within 24

28 months  a fte r the  e ffective  da te  of this  Decis ion.

_November 1, 2016.
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1 IT IS  FURTHER ORDERED tha t Granite  Mounta in Water Company, Inc. and Chino Meadows

2 II Wate r Company, Inc. sha ll each cease  making any pe rsona l loans  or advances  with the ir re spective

3 funds, with the only exception being that reasonable  payroll advances may be made for employees who

4 a re  not re la ted to any of the  Levie s  by blood or marriage .

5 IT IS  FURTHER ORDERED tha t Chino Me a dows  II Wa te r Compa ny, Inc. s ha ll pa y off its

6 'notes  payable  to a ffilia te s  within 24 months  a fte r the  e ffective  da te  of this  Decis ion.

7 IT IS  FURTHER ORDERED tha t Chino Meadows II Wate r Company, Inc. sha ll obta in specific

8 a uthoriza tion from the  Commis s ion for inde bte dne s s  pa ya ble  a t pe riods  of more  tha n 12 months ,

9 including amounts  appearing in a ffilia te  payable  accounts .

10  I

11 II Water Company, Inc. shall each file  a  permanent ra te  application within three  years after the  effective

12 da te  of this  Decis ion, with both ra te  applica tions  to use  the  same tes t year.

13 IT IS  FURTHER ORDERED tha t if the  Levies  de te rmine  tha t it would be  advantageous  and in

14 1 the  public interest for Granite  Mounta in Water Company, Inc. and Chino Meadows II Water Company,

15 Inc. or a ll three  of the  wa te r utilitie s  to be  consolida ted, each ra te  applica tion filed a s  required by the

16 immedia te ly preceding orde ring pa ragraph may include  a  proposa l for consolida tion through merge r

17 or othe r me a ns .

18  I IT IS  FURTHER ORDERED tha t Granite  Mounta in Water Company, Inc. and Chino Meadows

19 II Wa te r Compa ny, Inc. s ha ll work with the  Colmnis s ion's  Utilitie s  Divis ion to de ve lop a  Code  of

IT IS  FURTHER ORDERED tha t Granite  Mounta in Water Company, Inc. and Chino Meadows

•

•

Gove rn a ll ope ra tiona l a nd fina ncia l a ctivitie s  a nd re la tionships  with a nd a mong the

owners , family members , and a ll a ffilia tes  (regula ted and unregula ted),

As s ure  the  s e pa ra tion of the  tra ditiona l role s  of re gula te d utilitie s  a nd unre gula te d

a ffilia te s ;

• Require  time-keeping for a ll employees, with records of the  time spent performing tasks

for the  water utilities  and the  Levies ' other business  opera tions ,

20 Affiliate Conduct that includes provisions to:

21

22 '

23

24

25

26

27

28

• Require record keeping regarding common cost items (goods and services) and the

extent to which the common cost items are used by or for the water utilities and by or
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•

for the Levies' other business operations,

Address valuing transactions for purchases or sales as well as goods and services

•

1

2

3

4

5 a nd unre gula te d),

6 including notes  rece ivable  or notes  payable .

7 IT IS  FURTHER ORDERED tha t Granite  Mounta in Water Company, Inc. and Chino Meadows

8 II Wate r Company, Inc. sha ll, within 90 days  a fte r the  e ffective  da te  of this  Decis ion, reach agreement

9 with S ta ff re ga rding the  conte nts  a nd la ngua ge  of the  Code  of Affilia te  Conduct de s cribe d in the

10 pre ce ding orde ring pa ra gra ph a nd tile , a s  a  complia nce  ite m in this  ma tte r, copie s  of the  Code  of

•

provided to or among affiliates,

Include competitive bidding practices, and

Address financial arrangements between affiliates (regulated

11 Affiliate Conduct.

12 IT IS FURTHER ORDERED that the Commission's Utilities Division shall, once the Code of

13 Affiliate Conduct has been filed as a compliance item, consider whether the public interest would be

14 served by pursuing Rulemaking to incorporate the Code of Affiliate Conduct into the Commission's

15 rules, in whole or in part, either for applicability only to water utilities or to a broader group of public

16 service corporations and, if Staff determines that such a Rulemaking should be pursued, make such a

17 re com m e nda tion to the  Com m is s ion in the  form  of a  S ta ff Re port, tile d in this  docke t, p roviding

18 pote ntia l rule  la ngua ge  a nd re que s ting  tha t a  ne w docke t be  ope ne d in which to purs ue  s uch a

19 Rulemaking.

20 I IT IS FURTHER ORDERED that Granite Mountain Water Company, Inc. is hereby held in

21 contempt of the Commission, under A.R.S. §40-424, for violating Decision No. 71869 by failing to

22 collect payment for water usage on four separate accounts held by Daniel Levee, at least 122 times

23 between September l, 2010, and December 31, 2013.

24 IT IS FURTHER ORDERED that pursuant to A.R.S. §§40-424 and 40-425, Granite Mountain

25 Water Company, Inc. shall pay to the Conunission's Business Office, in the form of a certified or

26 I cashier's check made out to the Arizona Corporation Commission, a penalty in the amount of $1 ,220.

27 IT IS FURTHER ORDERED that Granite Mountain Water Company, Inc. is hereby put on

28 notice that future violations of Commission Decisions may result in higher fines.

89 DECISION no.

II I



•CHXIRMAN
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COMMIS S IONER COMMIS SIO NE R

IN WITNESS  WHEREOF, I, JODI JERICH, Exe cutive  Dire ctor
of the  Arizona  Corpora tion Commiss ion, have  he reunto se t my
hand and caused the  officia l seal of the  Commission to be  affixed
at the  Capitol, in the  City of Phoenix, this _ day
o f 2016.

Jo'D1 JERICH
EXECUTIVE DIRECTOR

l IT IS  FURTHER ORDERED tha t Granite  Mounta in Water Company, Inc. and Chino Meadows

2 II Wa te r Compa ny, Inc. a re  he re by put on notice  tha t future  fa ilure s  to comply with Commis s ion

3

4 302), with the  Commis s ion's  rule s  for wa te r utilitie s  (A.A.C. Title  14, Cha pte r 2, Article  4), or with

5 the  Code  of Affilia te  Conduct required he re in may re sult in the  is suance  of an Orde r to Show Cause

6 tha t may include  actions  up to and including appointment of an Inte rim Manage r.

7 IT IS  FURTHER ORDERED tha t this  Decis ion sha ll become  e ffective  immedia te ly.

8 BY ORDER OF THE ARIZONA CORP ORATION COMMIS S ION.

9

10

13 :COMMIS S IONER

14

15

16

17

18

19

20

21 D1SSENT _
22

23

24

25

26

27

28

DISSENT
SH:r1
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S ERVICE LIS T FOR: GRANITE MOUNTAIN WATER COMP ANY, INC.
AND CHINO MEADOWS  II WATER COMP ANY,
INC.

DOCKET NO.: W-02467A-14-0230 AND W~02370A-14-0231

Craig A. Marks
CRAIG A. MARKS, PLC
10645 n. Tatum Blvd, Suite 200-676
Phoenix, AZ 85028
Attorney for Granite Mountain Water Company, Inc .

1

2

3

4

5

6

7

8

Tim Carter
2701 Boone Court
Prescott, AZ 86305

9

10

11

Janice  Alward, Chie f Counse l
Bridge t Humphrey, S ta ff Attorney
Matthew Laudone , S ta ff Attorney
Le ga l Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
P hoe nix, AZ 85007

12

13

1 4

. Tom Brode rick, Director
Utilitie s  Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
P hoe nix, AZ 85007

15

1 6

17

18

1 9

20

2 1

2 2

I

23

24

25

26

27

28

9 1 DECISION no.
1

Ill I



MN

NEXUS SOUTHWEST. LLC
REGISTERED LAND SURVEYORS

21.2 s. MAnn~rA STREET
pREsc:o'rT. AZ. 88303

(ala) 778-5101
JOB HD: xaou DRAIN: BU

CI : |:uL'n:- 10-on-zma

CLIENT: Lsvz CEGCICIIJ: coal
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EXHIBIT 1
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DOCKET NO. W-02467A-14-0230 ET AL.

EXHIBIT 2

ATTESTATION

First and Last Name'

First day involved in management operations of GMWC:

Title '

* ll

Thereby attest, under oath or affirinadon:

1. That I have read the Arizona statutes pertaining to public service corporations (Arizona
Revised Statutes, Title 40, Chapter 2);

2. That I have read the Arizona Corporation Commission rules pertaining to water utilizes
(Arizona Administrative Code Title 14, Chapter 2, Article 4) ;

3. That I underhand that Granite Mountain Water Company, Inc. ("GMWC") must read each
meter on its water system every month and must bill each account on its water system for service
every month,

4. That I  understand that GMW C must charge for al l  water prov ided on i ts system in
accordance with GMWC's tariff on file with the Commission; and

5. That I understand that GMWC is prohibited from issuing stocks and stock certificates, bonds,
notes, or other evidences of indebtedness payable at periods of more than 12 months after the date of
execution/issuance without first obtaining a Commission order approving suchismance.

Signature: Date:

State of Arizona
County of _ _ ___ _

Subscribed and sworn (or affirmed) before me this day of
5
20

(s=a1)

Notary Public
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